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Department of Agriculture

| ntr oduction

The Department of Agriculture is respongble for regulating, promoting, and supporting
agricultura activities throughout Colorado. The Department performs services including
policy formulation, data collection, program ingpection, consumer information, and
regulation of the State’' s agricultura indudtries. In addition, it administrates and manages
the State Fair, whose audit is discussed in a separate report.  The Department of
Agriculture includes the following divisons

Commissoneg’ s Office and Adminidrative Services
Agriculturd Services Divison

Agriculturd Markets Divison

Brand Board

Colorado State Fair

OO OO OO

The Department of Agriculture was gppropriated $27.4 million and 285.6 full-time
equivaent gaff (FTE) for Fisca Year 2000. Approximately 30 percent of the funding is
from general funds, 68 percent is from cash funds, and 2 percent is from federa funds.
The following chart shows the operating budget by divison during Fisca Y ear 2000.

Department of Agriculture
Fiscal Year 2000 Operating Budget

by Division
(In Millions)
$4.6
$4.2 Commissioner's
Other Office

$8.0
Colorli\d'o Stat $10.6
air Agricultural
Services

Sour ce: Joint Budget Committee Fiscal Y ear 2001 Appropriations Report.
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Perfor mance Evaluations Need to Be
Conducted

Section24-50-118, C.R.S,, requiresthat certified state empl oyeesin the Executive Branch
be evauated on their performance annudly. The evauation is to be used as a factor in
determining compensation, promotions, demations, and terminations. A supervisor within
the state personnd system who does not perform annua eva uationsof hig’her subordinates
is to be suspended from work without pay for aperiod of at least one work week.

During our audit we found problemsin our review of 25 performance evaluations. Three
performance evduations were a least three months late, one of which had not been
completed since 1991. Without performance evauations, employees are not provided
the opportunity to discuss their performance and make improvements if necessary.

Recommendation No. 1:

The Department of Agriculture should ensure that adl employees receive atimely annuad
performance evauation.

Department of Agriculture Response:

Agree. The Depatment of Agriculture will have performance evauations
completed annualy for employees. Thiswill be implemented by July 2001.

Ensure Review of Payroll |nformation

The Department of Agriculture maintains a personnd file for each employee. Thefile
should contain a Sgned W-4 indicating the level of taxes the employee ingructs to be
withheld, personnel action forms of gpproved changes in pay grade or job status, and
benefit information. During our Fiscal Year 2000 audit we reviewed a sample of 25
personnd files and found the following problems with incomplete or missing information.
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*  Two W-4sdid not indicate marital status, yet taxes were withheld at the married
rate.

*  One W-4 had conflicting exemptions. The top portions of the W-4 showed one
alowance, but the bottom portion of the form totaing the alowances was blank.
The Department did not follow up with the employee, but instead caculated the
pay with no withholding exemptions.

The Department is not adequately reviewing information contained in employee personnel
files. Thiscould adversdly affect employeesand/or the Department. If taxesarewithheld
a a different rate than indicated on the W-4, the employee may be paid the incorrect
amount and may unexpectedly owe taxes.

Recommendation No. 2:

The Department of Agriculture should improve its review of employee personnd files by
verifying that withholding documentation is accurate and complete.

Department of Agriculture Response:

Agree. The Department will require marital status and number of exemptions be
filled out properly. The Department will follow up on uncompleted forms. Thetop
portion of the W-4 is the employee’s working copy and will not be filed in the
employee sfolder. This has dready been implemented.
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Department of Corrections

| ntroduction

The Department of Corrections manages the State's adult correctiond facilities and the
adult parole system. The Department al so operates the Prison Canteensand the Division
of Correctiond Industries. The canteens provide various persond itemsfor purchase by
inmates, including toiletries, snack foods, and phone services. Correctiona Industries
operates furniture manufacturing facilities, computer manufacturing facilities, a lesther
products shop, meta fabrication shop, aprint shop, variousfarming and ranching facilities,
Colorado State forms production and digtribution facilities, an automoative service gation,
and the Stat€e's license plate manufacturing facility. 1t aso manages the Stat€'s surplus

property.

The Department’s Fisca Y ear 2000 operating budget was approximately $437 million
with 5,338 full-time equivdent gaff (FTE). Adminigrative officesfor the Department are
located in Cafion City and Colorado Springs. Correctiona facilitiesarelocated throughout
the State and include Buena Vigta, Cafion City, Denver, Pueblo, Limon, Ordway, Delta,
Rifle, Golden, and Sterling.

The following comment was prepared by the public accounting firm of Baird, Kurtz &
Dobson, who performed audit work at the Department of Corrections.

| mprove M ethodology for Estimating
Accrued |nmate Health Care Costs and
Examine Increased Costs

The Department of Corrections has contracted with Colorado Access, a third-party
adminigrator, to administer heslthcare services for inmates. Colorado Access has
contracted with hedthcare providers for such services and makes payments to these
hedlthcare providers on behdf of the Department.

Asof June 22, 2000, Colorado Access performed alag andysis of the incurred but not
reported (IBNR) clams for purposes of establishing a year-end accrud for unpaid
hedlthcare costs. Colorado Access estimated the Department’ stotal hedlthcare costsfor
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Fisca Y ear 2000 to be $13,664,000, of which $11,047,000 has been paid as of June 30,
2000, according to the Department's accounting records.  Using these amounts, the
Department should have recorded a liability for unpaid heathcare costs as of June 30,
2000, in the amount of $2,617,000. Department personnd believed, however, that
Colorado Access's estimates were too high and recorded a liability in the amount of
$1,953,000, or $664,000 less than the Colorado Access estimate of ligbility. Therefore,
the actud estimated accrued liability recorded by the Department for unpaid hedthcare
costs as of June 30, 2000, was not determined using Colorado Access' s methodol ogy.

The analysisprepared by Colorado Access shows dramatic increasesininmate hedthcare
costsover the past two years. For the period ended June 30, 1998, representing 204,289
inmate months (i.e., one inmate for one month), the Department’ s average monthly costs
per inmate for healthcare was $50.59. For the year ended June 30, 1999, the average
annud cost per inmate for healthcare was $712.56. For the six months ended December
31, 1999, the average cost per inmate was $403.03, or $806.06 on an annudized basis.
For the six months ended June 30, 2000, the average cost per inmate based on actua
costs incurred to date, as well as remaining costs estimated by Colorado Access, was
$587.26, or $1,174.53 on an annudized basis. A portion of these dramatic increases has
been attributed to a more effective billing process at Denver Generad Hospita (DGH)
beginning in early 2000; prior to 2000, some inmate patient charges were not captured
resultinginlost revenuefor DGH and lower expensesfor the Department. 1t would appear
that these cost increases have made it difficult for Colorado Access to estimate aligbility
as of June 30, 2000, that is acceptable to the Department.

We understand that the Department has recently engaged aconsulting actuary firmto assst
with an analysis of the Department’ s hedlthcare codis.

Recommendation No. 3:

The Department of Corrections should record aliability for its incurred but not reported
dams which has been determined using an acceptable mathematical model that would be
consgtent from period to period. Any differences between the mathematicaly determined
lidbility and the amountsrecorded in the accounting records shoul d be quantified and based
on reliable and supportable data.

The Department of Corrections should also obtain an understanding of the recent increases
in its headthcare codts, to identify potentiad opportunities for cost savings and, if
appropriate, renegotiate contractua arrangements with the third-party administirator and
hedlthcare providers.
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Department of Corrections Response:

Agree. The Department does agree that it should attempt to improve on its
acocounting estimates for inmate hedthcare costs and isin the process of working
with consultants to help improve on the estimation process as well as examine
increased costs and potentia cost savings measures. The Department anticipates
completion of the medica cost review and improved estimation process by June
30, 2001.

Dueto alate revison of the estimated amount by the third-party administrator at
fiscd year-end, the Department did not have confidencein the administrator’ sfind
edtimate. The third-party administrator provided progressvely increasng
estimates for the fiscd year in the amounts of $10.6 million, $11.8 million, and
$13.7 million. The Department believed the find estimate was not religble and
modified the estimate usng a combination of the last two edtimates. The
Department does monitor its estimates for accuracy and attempts to improve its
edimation process on an ongoing basis. On the basis of a recent report dated
October 10, 2000, by the third-party administrator, it appears that the recorded
lidhility at June 30, 2000, was reasonable and an adequate estimate. The
Department redlizesthat it isdifficult to etimate theliability for theincurred but not
recorded hedlthcare claims and that it is subject to unknown variables.
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Department of Education

| ntroduction

Artide IX of the Colorado Condtitution places respongbility for the generd supervision of
the State’ s public schools with the Colorado State Board of Education (the Board). The
Department of Education isdirected by the Commissioner of Education and servesasthe
adminidrative arm of the Board, providing assistance to loca education agencies and
implementing adminigtrativerules. The Department’ smissonisto*® provideleadership and
sarvice to Colorado’s education community and, through collaboration with this
community, to promote high quaity learning environments, high academic performance
standards, and equitable learning opportunities for dl Colorado’s diverse learners.”

The Department’ s mission is carried out by the following units:

Office of the Commissioner. Provides for daeleve leadership of public
education in Colorado, as well as the administrative support services of the
Department.

Educationa Services. Develops and improves the adminigtrative capabilities of
locdl school didtricts, as well as provides for the accreditation process of the
schoal didricts.

Management, Budget, and Planning. Manages al resources for the Department,
both financial and human resources,

Professonad Services. Administers the Educator Licensing program and the
Professona Education program for the Department.

Specid Services. Ensuresthe provision of servicesto traditionaly under-served
populations incduding low-income children, children with disabilities, migrant
children, preschoolers and infants, and children at risk of dropping out of school
or being expdlled. Specid Services adso overseesthe programs at the Colorado
School for the Deaf and the Blind.

State Library and Adult Education. Oversees programs that aim to provide
leadership in adult education and library communities and to develop, promote,
and ddiver lifdong learning opportunities.
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* Colorado Schoal for the Deaf and the Blind. Provides comprehensiveeducationa
services to students who are deaf and/or blind.

The following comment was prepared by the public accounting firm of KPMG LLP, who
performed audit work at the Department of Education.

Apply Methodology Consistently for
Recording Year-End Expenditures

During our audit we found that a $1.5 million payment for contracted services was
recorded in Fiscal Year 2001 based on an invoice received in late July 2000 by the
Department. However, because the services were performed in February 2000, the
expenditure should have been recorded in Fiscal Year 2000. Had the Department
recorded the expenditure in the correct fisca yesar, it would not have resulted in abudget
overexpenditure.

Accounting standards require that expenditures be recorded in the period in which they
wereincurred. State agenciesshould be aware of outstanding expendituresfor which they
have not been billed.

The Department currently allows about three weeks after the end of a fiscal year for
recording expenditures to the current period. In this instance, the invoice was received
within the three-week period established by the Department. However, the Department
did not record the $1.5 million in the proper period, in violaion of its own internd policy
and accounting standards. Since the expenditure occurred in February, the Department
should have followed up to obtain an invoice for payment well before year-end. The
Department should follow itsown interna policies so that expenditures arerecorded inthe
proper period.

Recommendation No. 4:

The Department of Education should monitor the recording of expenditures a year-end
to ensure that they are recorded in the proper period.

Department of Education Response:

Agree. Transactions at fisca year-end will be monitored to ensure expenditures
are recorded in the correct fiscd year. Planned implementation is for the fiscal
year ending June 30, 2001.
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Department of Health Care Policy
and Financing

| ntr oduction

The Department of Health Care Policy and Financing (HCPF) is the state agency
responsible for developing financing plans and policy for publicly funded hedth care
programs. Theprincipa programsadministered by HCPF includethe Medicaid program,
which provides health services to eigible needy persons, and the Children’ sBasic Hedlth
Plan(CBHP), which furnishes subsidized hedthinsurancefor children 18 yearsor younger
in low-income familiesnot eigiblefor Medicaid. The Medicaid grant isthe largest federd
program administered by the State and is funded gpproximately equdly by federd funds
and gate generd funds. CBHPwasimplemented in Fisca Year 1998, and it servesasthe
State' s verson of the federal Children’s Hedlth Insurance Program. CBHP is funded by
approximately two-thirds federd funds and one-third state funds. 1t is marketed as Child
Hedth Plan Plus, or CHP+. During Fiscal Y ear 2000 the Department expended in total
amogt $2.09 hillion and had 162 full-time equivdent (FTE) staff. In Fisca Year 1999,
HCPF expended $1.91 hillion and had 159 FTE.

The public accounting firm of Baird, Kurtz & Dobson (BKD) performed the audit work
at HCPF as of and for the fiscal year ended June 30, 2000. During its audit BKD
reviewed and tested HCPF's internd controls over financid reporting and federd
programs, including compliance with certain state and federd lawsand regulaions
as required by generdly accepted auditing standards, Governmenta Auditing Standards,
and U.S. Office of Management and Budget (OMB) Circular A-133.

Obtain Approval for Cost Allocation Plans

Under federd regulations, entities that receive federd awards may be reimbursed for a
portion of indirect cogts for the program. Indirect costs, or overhead costs, arethose that
benefit more than one program. One example of these codts is a saff person who
performs accounting functions for multiple programs.  To recover indirect costs,
organizetions must develop an annua cost dlocation plan (CAP) that provides a
reasonable and consistent basis for dlocating indirect costs across the appropriate
programs. The CAP must be prepared in accordance with federa guiddines, and it must
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be submitted to and approved by the federal government. An approved CAP should be
in place prior to the beginning of each fiscd year.

During the Fiscal Year 1998 and 1999 audits, it was noted that the Department did not
have approved CAPsin placeto dlocate indirect costs, beginning with Fiscal Y ear 1995.
Over the last severd years, HCPF staff have worked to address this deficiency. During
the Fiscal Year 2000 audit, we found that the Department had submitted and obtained
approvd for dl CAPsthrough Fiscd Year 1999. The Department had not submitted a
CAP for Fisca Years 2000 or 2001.

The audit also found that in Fisca Y ear 2000 the Department did not charge a share of
indirect costs to CBHP until the end of the fiscal year. It would be more appropriate to
charge CBHPfor these costs on aperiodic basisthroughout thefiscal year asexpenditures
areincurred. Additionaly, Sncetherearelimitationsonfederal reimbursements states may
receive for adminidrative costs under programs like CBHP, it is important that the
Department closely monitor these types of expenditures for CBHP.

| mplementation of Additional Programs
and Impact on Indirect Costs

Without an approved cogt dlocation plan in place, the federal government could choose
not to continue reimbursing the State for the federa share of indirect costsincurred by the
Department, or the federd government could require that indirect costs previoudy
reimbursed be repaid. This would drastically increase the cost to the State for operating
the Medicaid program. Accordingly, the entire federa share of indirect costs claimed
under the Medicaid and Medicaid-related programs for Fisca Y ear 2000 in the amount
of $2,228,455 is questioned as to its appropriateness. (CFDA Nos. 93.777,
93.778—Medicaid Cluster—Allowable Costs (Cost Allocation Plan).)

Recommendation No. 5:

The Department of Health Care Policy and Financing should complete cost dlocation plans
for Fiscal Years 2000 and 2001 and submit them to the federa Hedlth Care Financing
Adminigration. The Department should ensure that gpproved plans are in place prior to
the beginning of thefiscd year. Additionaly, the Department should develop amethod to
periodicaly alocate indirect costs between Medicaid and the Children’s Basic Hedlth
Program during the fisca year.
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Department of Health Care Policy and Financing
Response:

Agree. The Department has invested a Sgnificant amount of time and effort over
the last 18 months to gain federa gpprova of the five cost dlocation plans for
State Fiscd Y ears 1995 through 1999. Wewill continue to prioritize the effort to
become current, which will occur no later than June 30, 2001. It must be
understood that with the approval of the cost dlocation plan for State Fiscal Y ear
1999, we now have afederaly approved cost alocation methodology. For Fiscal
Y ears 2000 and beyond, we will smply be reporting the results of the dlocations
that occur as aresult of the gpproved methodology. Thiswill be reported to the
federa government on a quarterly basis. Thus, there will be a least a quarterly
dlocation of indirect cods to the various programs administered by the
Department.
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Department of Higher Education

| ntroduction

The Department of Higher Education was established under Section 24-1-114, C.R.S,,
and indludesdl public educationingditutionsinthe State. It soincludesthe AurariaHigher
Education Center, the Colorado Commission on Higher Education, the Colorado Council
ontheArts, the Colorado Student L oan Division, the Colorado Historical Society, andthe
Divison of Private Occupationd Schools.

State public ingdtitutions of higher education are governed by six different boards. The
governing boards and the schools they oversee are:

* Board of Regentsof the University of Colorado
University of Colorado at Boulder
University of Colorado at Colorado Springs
University of Colorado a Denver
Hedlth Sciences Center

» StateBoard of Agriculture- Colorado State University System
Colorado State University
Fort Lewis College
University of Southern Colorado

* Trusteesof the State Colleges of Colorado
Adams State College
Mesa State College
Metropolitan State College of Denver
Western State College
Western Colorado Graduate Center

 State Board for Community Colleges and Occupational Education
(SBCCOE)
14 Community Colleges

* Trusteesof the Universty of Northern Colorado
Univergity of Northern Colorado

e Trusteesof the Colorado School of Mines
Colorado School of Mines
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Board of Regents of the University of
Colorado

The Board of Regents is condtitutiondly charged with the genera supervison of the
University and the exclusive control and direction of dl funds of and gppropriationsto the
University, unless otherwise provided by law. The University consists of four campuses:
Boulder, Hedlth Sciences Center, Denver, and Colorado Springs, as well as centra
adminigrative offices. Within the four campuses, 16 schools and colleges offer more than
140 fields of study at the undergraduate level and 100 fidlds at the graduate level.

University of Colorado

The University of Colorado was established on November 7, 1861, by Act of the
Territoria Government. Upon the admission of Colorado into the Union in 1876, the
University was declared an indtitution of the State of Colorado, and the Board of Regents
was established under the State Condtitution as its governing authority.

The following comment was prepared by the public accounting firm of KPMG LLP, who
performed work at the University of Colorado.

Processes for Fixed Assets Records Maintenance at
the University of Colorado at Colorado Springs
Should Be Improved

TheUniversity of Colorado at Colorado Springs (UCCS) ownshumerousequi pment items
ranging from computersto research equipment, which aretracked in acampus-devel oped
fixed asset system.  The UCCS equipment balance was $22,553,000 at June 30, 2000.
Hidoricaly, Physical Plant, under the Vice Chancdlor for Financeand Adminigtration, has
beenresponsblefor capitd equipment at UCCS. Physcd Plant’ s primary respongbilities
indude maintaining buildingsand grounds. However, it isaso responsiblefor capital asset
record keeping, disposd of surplus equipment, and coordinating an annud inventory.
Thesefunctionsare critica to ensuring proper safeguarding of UCCS assets, accurate and
complete financid reporting of capitd assets, and compliance with gpplicable laws and
regulations relating to capital equipment.

Federal regulaionsrequireingitutions of higher education to follow the provisonsof OMB
Circular A-110. Bascdly, the A-102 Common Rule and OMB Circular A-110 require
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that equipment be used in the program which acquired it or, when appropriate, other
federal programs. Equipment records shdl be maintained, a physca inventory of
equipment shal be taken at least once every two years and reconciled to the equipment
records, an appropriate control system shdl be used to safeguard equipment, and
equipment shal be adequately maintained. When equipment with a current per unit fair
market value in excess of $5,000 is no longer needed for a federd program, it may be
retained or sold with the federal agency’ s having aright to a proportionate (percentage of
federd participation in the cost of the origind project) amount of the current fair market
vaue. Proper sdles procedures shall be used that provide for competition to the extent
practicable and result in the highest possible return.

We noted that the UCCS did not maintain accurate and complete capita equipment
records. Specificaly, records could not be located supporting assets that were disposed
of in Fisca Year 2000. The UCCS did not record fixed asset disposals for Fisca Year
2000 in the financia accounting records.  Equipment purchases and transfers among
departments were inconsstently tagged and input into the campus asset tracking system.
Due to the lack of processes in place to maintain capital equipment records, there is an
increased risk that the Univerdty's assats are not safeguarded and maintained in
accordance with gpplicable federd, Sate, and University regulations.

The UCCS should examine its processes relating to capital equipment. Specificdly, the
UCCS should ensurethat accurate and compl ete inventory records are maintained, annua
inventories are completed, and gpplicable laws and regulations are followed.

Recommendation No. 6:

The University of Colorado at Colorado Springs should strengthenits processes over fixed
assets to ensure such assets are safeguarded, records are maintained, and disposals are
handled in accordance with applicable federd, Sate, and University guiddines.

University of Colorado Response:

Agree. The campus will strengthen its processes over fixed assets to ensure
compliance with federd, Sate, and University guidelines. The respongibility for
fixed asset recording and control, which currently lies with the Physical Plant
Department, will be moved to the campus Accounting Office.  The duties
associated with this function will be assgned to the plant fund accountant. The
plant fund accountant will adjust and reconcile asset recordsfor Fisca Y ear 2000,
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as well as review current procedures and implement changes to ensure proper
control in the future. Implementation will be completed by March 2001.

Trustees of the State Colleges of Colorado

The Board of Trustees of the State Collegesin Colorado (State Colleges) isthe governing
board for Adams State College, Mesa State College, Metropolitan State College of
Denver, Western State College, and the Western Colorado Graduate Center. The Board
of Trustees has oversight responghilities for the four state colleges and the Graduate
Center in the areas of finance, resources, academic programs, admissions, role and
mission, and personne palicies.

Metropolitan State College of Denver

Metropolitan State College of Denver serves a sudent population in the grester metro
Denver area. Section 23-54-101, C.R.S,, provides that Metropolitan State College of
Denver be a comprehensive baccalaureate inditution with modified open admission
standards.

The following comment and recommendeation was prepared by the public accounting firm
of Kundinger and Associates, P. C., who completed audit work at Metropolitan State
College of Denver.

| mprove Procedures Over Monitoring Grant
Expenditures

We noted that Metropolitan State College of Denver overcharged the Rocky Mountain
Teacher Education Collaborative grant (CFDA No. 47.076) $37,112 during the year
ended June 30, 2000. Theoverchargerelated to sdariesand benefits of individuaswhose
time was charged to the grant based on an dlocation of their time and effort. The
alocationpercentage carried forward from the prior year did not accuratdly reflect thetime
and effort of these individuds during the current year. The change in the dlocation
percentage was not timely communicated to the payroll department and, therefore,
continued to be charged to the program at the previous rate. In addition, the overcharge
was not detected by the Principal Investigator or Accounting Services due to the lack of
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detailed information available in the Banner accounting system, which prevented an
adequate review of the charges to the program. The overcharge was subsequently
identified by the pass-through entity, the University of Northern Colorado, and will be
corrected by reducing future charges to the grant in the amount of the overcharge.

Recommendation No. 7:

Metropolitan State College of Denver should improve procedures over monitoring grant
expenditures asfollows:

a. Detaledinformation of chargesto federal awards should be prepared or obtained
by the Principa Investigator and Accounting Services to facilitate the review
process.

b. The Principd Investigator and Accounting Services should perform monthly
reviews of chargesto federa grantsto ensure that the charges are proper and do
not exceed budget guidelines.

c. Changesin the grant program, including personnd time, should be communicated
to the appropriate department (e.g., payroll, accounting) in atimely manner.

Metropolitan State College of Denver Response:

Agree. Metropolitan State College of Denver will begin developing additiona
reports to assst the Principd Investigator and Accounting Services staff in the
review process. |naddition, Accounting Servicesstaff will work moreclosdy with
the Principa Invedtigators on a monthly basis to ensure tha the Principa
Investigators understand their reports and that any problems/issues are addressed
in atimey manner.

Western State College

Western State College is an undergraduate college of liberd arts and sciences. Section
23-56-101, C.R.S, provides that Western State College be a generd baccaaureate
indtitution with moderately sdlective admission standards.

The following comment and recommendation was prepared by the public accounting firm
of Chadwick, Steinkirchner, Davis and Co, P.C., who performed audit work at Western
State College.
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Reconciliation of Work-Study Payments

During our testing of A-133 compliance we reviewed controls over the posting of payroll
transactions and over the processing of student financia aid information. The College
disbursed over $450,000 in federd and Colorado work-study funds during the fiscal year
ended June 30, 2000. The amounts disbursed and posted through the payroll sysem are
not reconciled to those posted to each student on the financid aid system. For the year
ended June 30, 2000, this resulted in an initid discrepancy between the amounts over
$20,000 of federd financid aid posted on the generd |edger and the amounts reflected on
the financid ad office records.

Effortsby the Collegeto reconcile this differenceidentified approximately $4,000 of funds
that were overawarded and were required to be returned to the federa programs. The
College has taken action to return the funds to the federd government. Monthly
reconciliations of work-study funds would improve controls over student financia
assgance and reduce the risk of overawards occurring in the future.

Recommendation No. 8:

Western State College should implement a procedure whereby the amount disbursed for
federal and Colorado work-study in the payroll system isreconciled to the amount shown
as disbursed on the financial aid system. This reconciliation should be performed on a
monthly basis

Western State College Response:

Agree.

Colorado Historical Society

The Colorado Historical Society, founded in 1879, has statutory designation as an
educationa ingtitution of the State. It has exclusive control over the State's historical
monuments and in this capacity has the duty to survey suitable sites and structures for
higtoricd designation by the State. The Society is charged with adminigtration of a Seate
register of historic properties.
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During Fisca Y ear 2000 the Society operated on a budget of $21.9 million with 106.1
full-ime equivaent gaff (FTE). The following graph show the types of funding received
by the Colorado Historica Society.

Colorado Historical Society
Fiscal Year 2000 Funding Sources

(In Millions)
M usfléléms Federal Grants
$L. $.6 Private Gifts &
General Funds Gr;gts
025 '
Gaming
$16.5

Sour ce: Joint Budget Committee Fiscal Y ear 2001 Appropriations Report.

| mprove Controls Over Cash Receipts

The Colorado Higtorical Society operates 12 regiond museums. These museums are
located in the following Colorado cities Denver, Pueblo, Fort Garland, Platteville,
Georgetown, Leadville, La Jara, Trinidad, and Montrose. During our testwork we
discovered two deficiencies with the cash controlsin place asfollows:

At one museum we found that cash register tapes were not being
maintained. The Byers-Evans House, one of the regional museums, recorded
revenue for admissionsand sales of merchandise of about $19,000 for Fisca Y ear
2000. When revenue received by the Byers-Evans House is submitted to the
accounting department, an accompanying cash register tape is not submitted asa
record of retall sales or admissons. During our testwork we found that 13 out of
25 transactionstested rel ated to the Byers-EvansHouse. Noneof thetransactions
were supported by cashregister tapes. Wea so discovered that smilar operations
withinthe Society did provide cash register tapes as backup for revenue submitted
to theaccounting department. Without documentation such as cash register tapes,
there is no control to ensure that submitted revenue is correct and complete.
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Cash reconciliations are not done properly at one museum. The El Pueblo
museum recorded entry errors made on the cash register to the over/short account
rather than writing an explanation for the entry error and reconciling the cash
register tape to actua cash on hand. Asof May 31, 2000, there was a shortage
of approximately $900. The totd revenue earned for this museum through this
date was $24,459. The over/short account represents approximately 4 percent of
revenue earned by this museum. There is no evidence that voids, resulting from
error, are explained and approved. When there are actua cash overages and
shortages, they areaso recorded in thisaccount. Combining both theentry errors
and the actua cash overages and shortages will give a mideading picture of the
over/short account. It isnot possible for the Society to determine whether actua
cash was missing.

We reviewed the over/short accounts of al other museums and discovered that
these balances, as of May 31, 2000, ranged from $.08 under to $1,242 over.
Requiring museumsto account for their actud over/short will minimizetherisk that
al cash is not accounted for.

The Colorado Historica Society should require cash register tapes as support for revenue,
and cash reconciliation procedures at the museums. The Society may not be recording the
correct amount of revenue due to the way errors on the cash register are recorded at the
museums. The current practices could lead to revenue and cash being misstated.

Recommendation No. 9:

The Colorado Historica Society should:

a

Implement a policy that requires al museums to submit cash register tapes with
revenue remittances.

Require museums to void sdes made in error, provide an explanation for the
voided transaction, and get gpprova to void the transaction.

Determine when an actua instance of a cash over/short occurs, track these
overages and underages, and perform anaytica procedures to determine the
extent, amount, and reasonableness of their occurrence.
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Colorado Historical Society Response:

a. Agree. Most museumscurrently submit cash register tapeswith deposits. The
main exception has beenthe Byers-EvansHouse. However, it has never been
formdized in a policy. We currently have a generd procedure for al cash
remittances which will be updated to include the requirement that museums
ghdl submit cash register tapes with their revenue remittances. To be
implemented by November 1, 2000.

b. Agree. There are afew museum directors and their assistants who are not
suffidently trained on the operation of their cash registersto producetapesthat
agree with their deposits. More specifically, these saff do not know how to
void thelr duplicates. Since the turnover for the assstantsis quite high dueto
most being seasona employees, the Society shdl develop atraining program
for the museum directors that aso gives them the expertise to train thelr saff
to be proficient with the cash register. To beimplemented by March 1, 2001.

c. Agree. Thelack of training on the proper use of the cash register by some
daff created the artificid cash over/under by their not being able to void
duplicatesdesentries. Thetraining program, asoutlinedinresponseb. above,
should diminate most of the overages/underages. The Society cashier shdl be
made respongible for tracking, andyzing, and determining if there is an
underage problem a the museum. If there is the cashier will inform the
Controller for corrective action. To be implemented by March 1, 2001.

Prevent Duplicate | nvoice Payments

As noted earlier, the Colorado Historical Society has 12 regional museums. These
museums submit their invoices for purchases of items, such as supplies, utilities, pest
control, and resdeitems, to the Historical Society’ saccounting department wherethey are
paid on the museunm’ sbehaf. On some occasons, the museums will inadvertently submit
the same invoice to the accounting department for payment. The second request for
payment is made with a copy of the origind invoice.

During our testwork we discovered that 3 out of 25 transactionstested were for duplicate
invoices. While the totd dollar amount of duplicate payments was low, about $500, the
sampl€' s incident error rate was high. It should be noted that the three vendors that
received these duplicate payments returned the checks to the Historical Society. In dll
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three of these cases, the vendors detected the overpayments, not the Historica Society.
Conseguently, unless the vendors bring payment errorsto the Society’ s attention, thereis
arisk that the State will not be reimbursed for erroneous payments.

A policy of paying only from origina invoices, and not from copies, would prevent
duplication. If duplicate payment of invoicesisnot controlled, expenseswill beoverstated
and cash will be misgppropriated. Some vendors may not return the duplicate payments
to the Higtorical Society.

Recommendation No. 10:
The Colorado Historica Society should:

a. Strengthen management controls over the processng of payment voucher
transactions to prevent duplicate payments to vendors.

b. Review dl 2000 expenses for duplicate payments.

Colorado Historical Society Response;

a. Agree. The COFRS system helps avoid duplicate payments by not alowing
the same invoice number to be used with another voucher. It gives you an
error message. We will make sure that the accounts payable technician uses
the invoice number, or if no invoice number, the invoice date to avoid
duplicatesin the future. Also, if the technician is paying from an invoice copy
rather than the origind, she will beingtructed to check for aduplicate payment
ina COFRS table that records recent payments by vendor, invoice number,
and voucher number. To beimplemented immediately.

b. Agree. Whilethiswill take some time and effort to discover any duplicates
that may dill exist, it should be beneficid to determine if the system
antiduplication process is properly working or if staff is inadvertently not
properly using it. To be implemented by November 15, 2000.




S/

Department of Human Services

| ntroduction

The Department of Human Services (DHS) was created on July 1, 1994, to manage,
adminigter, oversee, and deliver human servicesin the State. The Department supervises
the adminigtration of the State’ s public assstance and welfare programs in addition to
operating anumber of facilitiesthat providedirect services. Someof the programsthat the
Department oversees are Temporary Assstanceto Needy Families, Food Stamps, Child
Support Enforcement, Aid to the Needy Disabled, and Aid tothe Blind. The Department’s
direct-care facilities include two state menta hedth ingtitutes, three regiond centers for
persons with developmenta disabilities, five sate and veterans nursng homes, and ten
youthcorrectionsfacilities. InFisca Y ear 2000 the Department expended approximeately
$1.6 billion and had 4,695.2 full-time equivdent saff (FTE). The following charts show
the operating budget by funding source and the divisong/offices with the largest FTE,
respectively, for Fisca Y ear 2000:

Department of Human Services
Ficpal Vear 2000 Operating Budget by Funding Sourse (In Mithons)

Chenseal Fundy $4575

N

Fedesal Funds $4949

Sour ce: Joint Budget Committee Fiscal Y ear 2000 A ppropriations Report.
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Department of Human Services

Divisionswith the Largest Amount of FTE

Division of Youth Corrections 880

Office of Self-Sufficiency 123

Health and Rehabilitation Services 328 Office of Operations 527

Information Technology 119

Direct Services 239

Sour ce: Joint Budget Committee Fiscal Y ear 2000 A ppropriations Report.

Genegrdly, wefound the Department to have adequate administrative and internd controls
in place to oversee its operations and meet state and federa requirements. However, we
noted that the Department needs to make improvements in ten areas to assg it in
effectivdly managing its responshilities.

| mprove Controls Over Purchasing Cards

Beginning in Fiscd Y ear 1999 the Department began the use of purchasing cards, which
are credit cards issued to gpproved staff for making single purchases under $3,000 for
Department business. The use of purchasing cards is a Satewide initiative to reduce the
time and cost of purchasng. Charges made with the card are the liability of the
Department unless the cardholder violates the terms of the card’'suse. Cardholders are
responsible for reviewing monthly statements of their charges, having their gpproving
officd review and Sgn the statements, and maintaining supporting documentation for
purchases.

During Fiscal Year 2000 the Department processed amost 12,600 purchasing card
transactions that accounted for nearly $1.9 million in expenditures. Asof June 30, 2000,
there were about 550 DHS employees that had departmental purchasing cards. Both
procurement and accounting staff a DHS have respongbilities for overseeing the
purchasing card program.
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Problems With Purchasing Card Transactions Were Noted

As part of our audit we reviewed a sample of credit card purchases made during Fisca
Year 2000. Overdl, we noted at least one problem with 23 of 40 items tested, or 58
percent of the sample. Specifically, we found:

C Twoingtancesin which chargesweremadeby Department staff other than
the authorized cardholder. Thisis an ingppropriate use of the cards. The
Department should ensure employees are clearly informed that cards should not
be shared and state this palicy in the Purchasing Card Manud.

C Nine instances in which cardholders made inappropriate purchases as
definedby the Purchasing Card Manual. Eight of these transactions were for
sarvices, dthough the Purchasng Card Manua dates that services are
ingppropriate purchases. However, Department accounting and procurement staff
indicate that they communicateto saff during training thet certain types of services
may be charged on apurchasing card. Therefore, the Purchasing Card Manua
is not conggtent with training provided to staff.

In one additiona transaction, fuel was charged on the card, athough the
Purchasing Card Manua states purchasing cards should not be used for thistype
of charge.

C Oneingtancein which acardholder circumvented the card’sspending limit
by splitting the pur chaseintothr eediffer ent transactions. Thepurchasewas
split into different transactions for $1,000, $385, and $500 for atotal of $1,885,
while the cardholder’ s single purchase limit was $1,000. The Purchasing Card
Manud prohibits splitting a purchase among transactionsin this manner.

C Sixinstancesin which cardholders did not maintain adequate supporting
documentation asrequired by the Purchasng Card Manual. The Manud
requires that origind documentation for purchases, or a Certification of Lost
Receipt form, be attached to the cardhol der’ s monthly statement of purchases. In
addition, the Manua statesthat receipts should be itemized with adescription and
quantity of each item purchased. Lack of documentation increases the risk that
purchases may be made for ingppropriate items.

Because cardholders had not maintained required documentation, we had to rely
on cardholders’ verba descriptions of theitems purchased. In two ingtances, we
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were unableto determineif the charges were gppropriate, since cardholders who
made the purchases are no longer with the Department.

C Twenty ingtances in which supporting documentation did not include
sufficient detail to allow usto deter mine the pur pose of the purchases. In
these cases, dthough staff had maintained some supporting documentation, they
did not state the purpose for the purchases—for example, the purpose for
purchasng food or a camera with state monies. As a result, additiond inquiries
were necessary to determine that the purchases were appropriate.

The Purchasing Card Manual does not require that cardholders include the
purpose of purchasesas part of supporting documentation. However, employees
are routinely required to state the purpose of various expenditures such as
rembursementsrelated to travel. Information on the purpose of specific purchase
card transactions should be arequirement, in order to assist individuas reviewing
these purchases to determine their gppropriateness.

C Sixingtancesin which monthly charges were not reviewed by cardholders
and/or approving officials. The Purchasing Card Manud statesthat cardhol der
and gpproving officid responshbilities incdude reviewing and sgning monthly
statements of charges.

C Twedve instances in which transaction account coding errors occurred.
Eleven transactions were charged to inappropriate object or expenditure codes,
and one transaction was coded to an inappropriate appropriation code.
According to the Purchasing Card Manual, each cardholder and the approving
officid are respongble for determining appropriateness of transaction coding and
forwarding changes to accounting staff when necessary. If purchases are
incorrectly coded, expenditures are not accurately recorded on COFRS.

Audit Process of Purchasing Cards Needs | mprovement

Our concern with the Department’ s controls over purchasing cards is eevated because,
inaddition to the above, wefound that the review process performed by procurement staff
at DHS of cardholder purchases is limited and not well-defined. We noted the following:

C Reviewsarenot performed routinely and limited samplesweretested. The
Purchasing Card Manua states that an audit of al cardholders with transactions
was scheduled for gpproximately one month after the program was implemented.
However, dueto staffing limitations, the Department did not audit any cardholders
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transactionsin Fiscal Year 1999. In addition, for purchases madein Fisca Year
2000 the Department conducted only limited audits of 20 cardholders, or
gpproximately 3 percent of dl cardholders, during the year. Also, sample
purchases were tested for only two months of Fisca Y ear 2000.

C Procedures for conducting reviews, including follow-up procedures to
ensure errors identified are addressed, are not documented. Although
procurement staff developed aformfor reporting the results of their audits, DHS
has not documented specific steps outlining audit procedures that should be used
to ensure testing is adequate and consstent, and the Department has not
documented requirements for appropriate follow-up with noncompliant
cardholders.

C Transaction account coding isnot reviewed. Department procurement staff
stated that they do not have knowledge to assess the appropriateness of account
coding; therefore, they do not include this as part of their audits. In addition, the
Department’s accounting staff indicated that they have not reviewed account
coding because the cardholders and their gpproving officids are respongble for
determining agppropriateness of the coding. However, as previoudy mentioned,
we found coding errors in 30 percent of our audit sample. This indicates that
review of account coding is necessay.

C Cardholders do not receive disciplinary actions for noncompliance with
policies and procedures. Although the Purchasing Card Manud provides for
disciplinary action ininstances of noncompliance, procurement staff reported that
snce the program was new, they believed they should Smply review purchasing
card policies and procedures with cardholders found to be out of compliance
during the initid stages of the program. However, instances of repeated or
subgtantial misuse should result in stronger disciplinary actions.

Procurement dtaff stated that subsequent audits would entail taking disciplinary
actions when necessary. Now that the program isin its third year, such actions
should be taken when appropriate.

Adequate controls over purchasing cards areimportant, since credit cards are ahigh-risk
areafor fraud and abuse. Controls are epecidly important at the Department of Human
Servicesbecauseit administersand overseesnumeroustypesof officesandfacilitiesacross
the State and provides a broad range of services, such as operations of facilities for
mentdly ill individuds, persons with developmental disabilities, and at-risk juveniles,
programs for welfarereci pientsunder the Col orado Works program; and medical services
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and training for individuas in vocationd rehabilitation, to name only afew. The risk of
inappropriate purchasesisfurther increased if purchasing card policesand proceduresare
not clearly documented and consistently communicated to staff and if purchases are not
routinely and sufficiently monitored.

The Department needs to take steps to improve the adminisiration of the purchasing card
program to ensure that state funds are spent appropriately. Clarifying aspects of the
Purchasing Card Manua, providing additiond training to cardholders, and improving the
monitoring process of the program will providethe Department with greeter assurancethat
cardholders are using purchasing cards properly.

Recommendation No. 11:

The Department of Human Services should revise the Purchasing Card Manua and
conduct routine staff training on the proper use of purchasing cards to address:

a. Prohibitions on the sharing of cards and the circumventing of spending limits.
b. Appropriate types of services to be purchased.

c. Reguired supporting documentation for purchases, including the purpose of al
purchases.

d. Responghilities for appropriate use of account codes, including responsibility for
determining the need to change account coding and communi cating these changes.

e. Reguirements for reviewing and signing monthly cardholder charges by
appropriate staff.

Department of Human Services Response:

a. Agree. The Depatment will emphasize in its Purchasing Card Manua the
prohibition of splitting transactions in order to circumvent spending limitsand
we will revise the manua to clearly prohibit sharing of purchasing cards, our
training will emphasize the prohibition of these practices.

b. Agree. The Depatment will revise the manud and include in its training
gpecific information relaing to appropriate types of services.
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c. Agree. The Depatment will emphasize in its Purchasing Card Manud the
required documentation for purchases, Department will revisethemanud and
indudein training arequirement that a brief description of the purpose for the
purchase be part of the documentation.

d. Agree. The Depatment will link the Web ste containing the chart of accounts
and definitions on the Procurement Web site and will list the location in the
Purchasing Card Manua. Department will revise the manual to address
respongbilities for approving officids giving guidance in determining when it
IS necessary to make accounting code changes and the processto follow for
assgning proper account codes to transactions when reviewing the Statement
of Account. The Department will provide training to address this.

e. Agree. The Depatment will emphasize in its Purchasing Card Manua the
requirement for approving officiasto review and sign off on the Statement of
Account for each cardholder who has purchases during the previous cycle
period. The Department will aso emphasizein the training.

Recommendation No. 12:

The Department of Human Services should improve the audit process for the purchasing
card program by:

a. Peforming reviews on a monthly basis and selecting a representative sample of
transactions or cardholders to be reviewed.

b. Documenting audit procedures, including procedures for reviewing specific
transaction account coding.

c. Enforcing disciplinary action when necessary.
Department of Human Services Response:
a. Agree. The Depatment will identify a sample of monthly transactions and
identify the associated gpproving officids.  Department will then review

transaction documentation to verify compliance.

b. Agree. The Department will implement documented procedures.



State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2000

c. Agree. The Depatment will develop and implement procedures for
compliance review noticing to office managers for follow-up of possble
disciplinary action.

Strengthen Payroll Controls

During Fiscal Y ear 2000 the Department of Human Services (DHS) wasthethird-largest
department in the State, with 4,695 FTE. DHS expended over $196.5 million in total
payroll costs, representing about 12 percent of total departmental expenditures. We
reviewed the Department’ s payroll controls and identified areas that need improvemen.

System Problems Result in Payroll Errors

The Depatment of Human Services automated timekeeping system, known as
KRONOS, was implemented departmentwide in Fiscal Year 2000. This system tracks
hours worked by employees and ca culates pay based on enhanced hourly rates, in cases
where employees work certain shifts, and overtime pay as appropriate. The Department
hasincorporated abar code onto theseemployees stateidentification badges. Employees
swipe their cards through eectronic time clocks at the beginning and end of their work
shifts, and employees time information is stored in KRONOS where it is available for
supervisors and payroll staff to review. Employeesarethen paid based on theinformation
in KRONOS.

We found that, under certain circumstances, KRONOS incorrectly classifies the hours
worked by employees, and as aresult, employees may be overpaid. Wetested asample
of 58 payroll caculations for one month across three agencies within the Department, and
we found one employee was overpaid $4.51 in August 1999. Whilethisisasmadl error,
it uncovered a problem with the KRONOS system. The problem occurred because
KRONOS erroneoudy recorded aportion of theemployee shoursasovertime shift hours
rather than non-overtime shift hours,

Department payroll staff said they are aware that KRONOS incorrectly classifies non-
overtime hours as overtime hours in specific circumstances. The misclassification occurs
when an employee charges annua leave at the end of a week in which he or she has
worked overtime or a shift for which an enhanced rate is paid. In these instances,
KRONOS erroneoudy records a portion of the hours at overtime or enhanced rates.
While the Department has notified the system vendor of the problem, staff report that the
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vendor has not corrected the mafunction. We aso found that the Department, although
it is aware of the problem, has not instituted procedures to identify and correct these
errors.  Thus, it is not known how many of these kinds of errors may have taken place.
For the error found during our audit, payroll staff indicated that they had not identified this
error or arranged for the employee to reimburse the State for the overpayment.

Although the individua payrall errors resulting from the KRONOS mafunction may not
be large, there could be numerous errors. In Fisca Year 2000 approximately 3,780
employees at the Department were eligible for overtime and enhanced pay for working
different shifts.

Reconciliations Wer e | naccur ate

In addition to timekeeping problems, we noted concerns with routine payroll
reconciliations. Prior to the issuance of each payroll, Department payroll staff reconcile
the expected payroll information obtained from the State's Colorado Personnd Payroll
System (CPPS) with payroll information obtained from departmental sources. These
sources include information from KRONOS, personnd or position changes through the
Department’s Office of Human Resources, or other changes affecting employees pay.
Payroll staff perform thisreconciliation to ensurethat the amounts generated through CPPS
are accurate, prior to payment taking place.

As part of our audit testwork, we reviewed a sample of three payroll reconciliations for
three divisonswithin the Department. For two of the divisons, wefound that Department
payrall gaff did not dways perform adequate reconciliations between internal documents
and CPPS prior to the digribution of the dtate payroll. Specificdly, we noted the
following:

C For onedivisonwith payroll expenditures over $985,000 for August 1999, prior
to providing us with the reconciliation, Department payroll staff reviewed the
documentation and identified five miscaculations resulting in payment errors
totaling $260.79. Specifically, one employee was underpaid $249.45 and two
people were overpaid a total of $11.34. In other words, payroll staff had not
performed an adequate reconciliation for the August 1999 payroll to identify and
correct errors until the time of our request in July 2000, dmost a year after the
payroll was issued.

C  For another divison, with an average monthly payroll of $5.2 million, Department
payroll saff were unable to provide us with complete documentation for one
reconciliation until gpproximately four months after we initialy requested it. The
divison isthe largest divison within the Department. During the four-month time
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period, Department payroll staff provided us with three different reconciliations.
Two were incomplete or did not agree to actua payroll generated for selected
employees, and onereconciled correctly to actua payroll generated. Payroll saff
indicated that the file containing the reconciliation had been corrupted and,
therefore, created severd incorrect versons of the origina reconciliation.

Improve Payroll Deficiencies

It is essentid for the Department to have strong payroll controls in place due to the
megnitude and complexity of its payroll expenditures. If problems are noted with
automated systems such as KRONOS, steps must be taken to compensate for these
problems. In addition, routine payroll reconciliation procedures should be sufficient to
enable the Department to identify errors and make gppropriate correctionsto data before
payroll isgenerated. If these controlsare not adequate, the Department cannot ensure that
employees are paid gppropriately.

Recommendation No. 13:

The Department of Human Services should ensure payroll expenditures are accurate by:

a Working with the vendor for KRONOS to ensure system malfunctions are
corrected and dl calculations affecting payroll are accurate and complete,

b.  Deveopingandimplementing controlsto compensate for misca culaionsof payroll
amountsin KRONOS under certain circumstances. These controlsshould enable
the Department to identify and correct any errors prior to the issuance of payroll.

c. Reviewingpayroll generated snce KRONOS implementation to identify payment
errors and adjusting employees  pay, as appropriate.

d. Peforming adequate payroll reconciliations between CPPS and agency
information prior to theissuance of payroll to ensure amounts paid are accurate in
totd and for each individud.

Department of Human Services Response:

a. Agree. The Depatment isworking with the KRONOS vendor in an effort to
identify the cause of the system mafunction and correct it or determine if
corrections to the system are not feasible and then aternative measureswill be
employed.
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b. Agree. The Depatment will develop and implement procedures and reports
to identify and compensate for KRONOS miscaculations if the system
malfunction cannot be corrected.

c. Agree. The Depatment will review payroll generated snce KRONOS
implementation on July 1, 1999, to identify payment errors and adjust
employees pay.

d. Agree. The Department is strengthening payroll reconciliation proceduresto
ensure amounts paid are accurate in total and for each individual.

Require Documentation of Supervisor
Approval on Time Sheets

In Fiscal Year 2000 the Department fully implemented a new automated timekeeping
gystem, KRONOS. This system allows the Department to track hours worked by
employeeswho are digiblefor overtime pay and enhanced pay rates for working different
ghifts. The Department has incorporated a bar code onto these employees state
identificationbadges. Employeesarerequired to swipetheir cardsthrough ectronictime
clocks at the beginning and end of their work shifts. This information is then stored in a
database and is available for supervisors and payroll saff to review. The employees are
then paid based on the information in the system.

We reviewed timesheets for a sample of Department employees. We found that four of
ten time sheets tested, or 40 percent, did not contain documentation of supervisory
approval.

State Personnd Rules require time records to be certified by both the employee and the
supervisor. We aso noted that Department payroll staff at the Colorado Menta Hedlth
Ingtitute a Pueblo provided time sheets for our review that included both employee and
immediate supervisor Sgnatures.

Depatment gaff indicated that, prior to the implementation of KRONOS, employees
digible for overtime and shift pay were required to manudly complete time sheets.
Supervisors then signed these time shests to indicate the hours worked were accurate.
The Department revised its procedures in Fisca Year 2000 due to KRONOS
implementation. While the new procedures state that supervisors are responsible for
monitoring employees work hours on aweekly basis, they do not require supervisorsto
document written gpprova of employee time sheets.
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Itisespecidly important for the Department to have strong internd controlsin thisareadue
to the large number of Department employees digible for enhanced pay ratesfor working
different shifts and the large number of Department employees digible for overtime pay.
For example, the Department expended over $6.4 millionin Fisca Y ear 2000 for overtime
and shift pay. Ninety-five percent, or $6.1 million of thisamount, was paid to employees
at the Mental Hedlth Indtitutes and the 24-hour-care facilities, where overtime and shift
hours are a common occurrence. By requiring documentation of supervisory review of
time sheets, the Department can ensurethat payroll expendituresfor overtimeand shift pay
are reviewed and are appropriate.

Recommendation No. 14:

The Department of Human Servicesshould require documentati on of supervisory approva
on dl time sheets for those employees digible for overtime and shift pay.

Department of Human Services Response:

Agree. The Department will re-notify al supervisors of the policy requirement of
supervisory gpprova on al time sheets for employees. The Department will
review policiesregarding the processing of time sheetswith unit timekeepers. The
Department will review, strengthen, and improve policies.

Make Timely Paymentsto Disability
Deter mination ServicesVendors

During Fiscal Year 2000 the Department of Human Services expended approximately
$15.7 million for the federd Socid Security-Disability Insurance program (CFDA
#96.001). Under this program, the Disability Determination Services (DDS) Division
withinthe Department assststhe U.S. Socid Security Adminigtration (SSA) indetermining
if individuds are digible for federad disability insurance. In order to make these
determinations, the Division pays phys ciansto perform examinationsof disability insurance
clamants. Examinationsare needed whenthemedical evidenceprovided by theclamant's
physician is inadequate.

State Fiscal Rules require payments to be processed in atimely manner. However, we
found that the Department does not always make payments to providers in a timely
manner. For example, we reviewed 97 payments made by DDS to vendors. We found
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that 52, or 53 percent, of the payments tested were made 45 or more days after the
invoice was received by DDS saff.

Department management hasindicated that it isdifficult to find vendorsto provide services
under some programs because the State pays lower rates than non-governmental entities.
Staff have expressed this specific concern in terms of finding medica providers for the
Disability Determination Services program. Making payments promptly is one way in
which the Department can encourage vendors to continue to do business with the State.

Recommendation No. 15:

The Department of Human Services should ensure that the Disability Determination
Services Divison makes payments to vendors in atimely manner.

Department of Human Services Response:

Agree. Adequate staff have been hired and trained. We planto prevent thisinthe
future by keeping the staffing at appropriate levels and keeping them trained. We
are dso implementing new procedures where other sections can assst with
Accounts Payable work in an emergency Stuation and have trained the gteff in
other sectionsto back up Accounts Payable functions. This should provide more
flexibility in the future

Mental Health Services

The State hasaunified menta health system under which eight Mental Hedlth Assessment
and Service Agencies (MHASAS) provide mentd hedth servicesto dl Medicaid digibles
within the MHASA’s geographic service area. The state system is capitated. Under a
capitated system, the State pays aflat rate to eech MHASA for every Medicad digible
inits sarvice area, and the MHASA provides digibleswith dl medicaly necessary menta
hedlth services.

M ost peoplewith developmentd disabilitiesaredigiblefor Medicaid. Asaresult, they will
qudify for mental hedth servicesif they have a diagnosed mentd illness and trestment is
medicaly necessary. People with both adiagnosed developmenta disability and amentad
illness are deemed “dudly diagnosed.” On the basis of data collected during our review,
we estimate that about 895 people, or 29 percent of thosein the comprehensive services
population, are dually diagnosed.
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The following comment was addressed in the May 2000 Department of Human
Services, People with Developmental Disabilities Performance Audit report.

Eliminate Duplicate Funding Streams

Our audit found that people with developmenta disabilities are not dways able to access
mental hedlth servicesthrough the State' s mentd hedth system. Staff at al three Regiond
Centers and three of four Community-Centered Boards (CCBs) interviewed reported
“problems obtai ning needed services. Serviceswererefused to peoplewith developmental
disghilities because, according to MHASA gaff, the crisis behaviors exhibited by these
people were related to their developmenta disability and not their mentd illness.

The Medicaid program makes capitated paymentsto MHASAs on behdf of al Medicaid
digibleseach month. Thisincludes 6,152 Medicaid eigible adultsin both supported living
and residential services statewide, of which2,372 are served by thefour CCBsand three
Regiond Centersin our sample area. Capitated paymentsfor people with developmental
disabilities range between $26 and $175 per person per month, depending on the area of
the State. These payments are significant:

» Capitated payments made on behdf of people with developmenta disabilities
datewide will tota about $6.5 million during Fisca Y ear 2000.

» Capitated payments made on behdf of people with developmentd disabilities
served by the four CCBs and three Regiona Centers included in our review
totaled $2.6 million. Of thisamount, capitated paymentstotaled about $2.1 million
for people served by the four CCBs and about $452,000 for people served by
Regiond Centers.

In addition to these capitated payments, four CCBs, three Regiona Centers, and the
Developmentd Disabilities Services Section (DDS) spent about $1.5 million on services
provided by mental hedlth professionals outside of the capitated mentd hedth system for
the people in our sample area. CCBs purchase some of these services because, as we
have discussed, people with developmenta disabilities are frequently denied services
through the menta hedth system. Regiond Centers provide these services because their
sdf-contained service modd makes a continuum of  services, including mental hedth
sarvices, available to dl resdents on-site. DDS is providing these services because
expertise for providing menta hedlth trestment to people with developmentd disabilities
is not available through the menta hedth system.
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Clarify Funding Streamsfor MHASAs and
the Regional Centers

In the previous section we discussed duplicate funding streams for people served at the
CCBs. We found the same concerns for people served by the Regiona Centers.

Higoricdly, Regiond Centershave provided dl of their menta hedth servicesthrough their
own professional saff or through contracts with specialists.  Regiona Centers are
reimbursed a per diem rate to cover dl of their cogts, including the costs of providing
mental hedth services. When the Department implemented capitationin 1995, it examined
mental hedlth expenditures statewide to determine which expenditures to include in the
capitation base. It included some menta hedlth expenditures for the State Mental Hedlth
Ingtitutes, which were a so paid on aper diem bas's, but according to staff, the Department
specificaly excluded mental hedlth expendituresat the Regiond Centers. Department staff
report that the MHASAS were only expected to provide limited services, including
emergency services, to Regiona Center resdents.

Although the Regiona Center menta heglth dollars were not included in the capitation
base, MHA SA contracts are vague and do not clearly state which servicesMHASAs are
expected to provide, and conversaly, which services they are not expected to provide.
Further, the Department coul d not provide any documentation clarifying that the MHASAS
responsbilitiesfor serving Regiona Center resdentswerelimited. The MHASASrecaive
payments every month on behdf of each person residing at the Regiona Centers. These
paymentstota nearly $452,000 per year. Thismeansthe Department haspaid about $1.8
millionto MHASAS in the five years since implementing capitation, but Regiona Center
residents have received dmost no services from the mental hedlth system.

When the State implemented capitation for menta hedlth servicesin 1995, the intent was
to purchase asingle, unified system for providing menta hedlth careto Medicaid digibles.
Aswe have shown, thementa hedlth systemisnot unified. CCBsare purchasing services
outsde of the mentd hedlth system because they are unable to get adequate service from
MHASAs. Further, the three Regiona Centers provide their own menta hedlth services
for their population of about 400 people, each of whom is digible for menta hedth
services through the mental health system. This fragmented gpproach resultsin a separate
carve out for the Regiond Centers. A carve out erodes the principle of capitation, which
isto spreed financia risk over the entire service population.

The Department must address duplicate funding streams for the menta health sysem and
the Regiona Centers. One option is to require the menta hedth system to serve dl
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Regiond Center resdentsas currently required by contracts. Thisapproach would create
a sngle system for the provison of menta hedth services, avoiding a separate carve out
just for the Regiond Centers. Under this approach, MHASAswould likely need to locate
mentd hedth professonads a Regiond Centers to meet the intengve treatment
requirements of Regiond Center residents. Additiondly, the Regiona Centers would be
required to discontinue purchasing menta hedlth services themsaves. Thiswould make
funds available for other services, including serving people on waiting ligs.

A second option is to permit the Regiona Centers to provide their own menta hedlth
servicesoutsde of thementd hedlth syslem. Under this approach, the Department should
discontinue the $452,000 per year in capitated payments made to MHASAs on behalf of
Regiond Center residents, snce MHASAs would no longer be required to serve this
population. Some of these funds should be made available to the Regiona Centers for
purchasng emergency services. The remaining funds could be used to serve people
waiting for services. Thisoptionwould alow the Regiona Centersto maintain control over
the menta hedlth services provided to their residents. The Department is concerned that,
under this option, it would have to increase capitation rates to compensate for dollarslost
from removing the Regiond Center resdents from the base. However, the Regiond
Center residents represent lessthan 1 percent of thetotal population of digiblesinthe Aid
to the Needy and Disabled (AND) capitation base. Therefore, we believe that the impact
on current rates would be minimal. Furthermore, MHASAs have reported savings each
year, which they useto serve non-Medicaid digibles, again indicating that removing these
gpproximately 400 individuas from the base should not require arate increase.

Recommendation No. 16:

The Department of Human Services should eliminate duplicate payment and service
provison systems for menta health services a the Regiond Centers through one of the
following options:

a. Reguirethementa hedth systemto servedl Regiond Center residentsasrequired
by contracts. This should include procuring al needed specidids for serving
people with developmenta disabilities and locating them on-site when needed.
Regiona Centers should discontinue purchasing their own menta hedlth services.

b. Allow Regiond Centers to continue providing their own mental health services.
Discontinue capitated payments made to MHASAs on behdf of Regional Center
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residents, and provide some of these funds to Regiond Centers for purchasing
inpatient and emergency services.

Department of Human Services Response:

Disagree. The Department believesthat changing the funding of Medicaid menta
hedlth services to the developmentdly disabled is not advisable. The Colorado
Menta Hedth Capitation and Managed Care Program has, since 1995, held
contractors responsble only for those menta hedlth servicesthat wereincludedin
the fee-for-service system. Current capitation payments to contractors include
only those higtoricad payments made for services hilled using the diagnoses
covered by the program and only for those services provided in an inpatient or
outpatient setting. Payments made to the Regiona Centersfor Medicaid Mental
Hedlth Services (with the exception of emergency and inpatient services) have
never been a part of the contractors rates but were included in the dl-inclusve
payments made to the Regiona Centers.

The Department believes that it is neither practica nor advisableto have Regiond
Centers discontinue the provison of their own mental hedth services. These
services are provided primarily by experienced psychologistsand socia workers
who are state employees at these Centers. Their services have been an integrd
part of the interdisciplinary team approach and include behavioral and socia
services which are requirements of the Intermediate Care Facility for the Mentaly
Retarded and Home- and Community-Based Services for people with
Developmental Disabilities programs administered by the Centers.

Neither Recommendation 16a nor 16b would result in savings to the State.  If
MHASAs were responsible for dl menta health services a the Regiond Centers,
those dallars for menta hedlth services which are now in the Regiond Centers
rates, would need to be transferred into the rates paid to the MHASAS. If the
dollarscurrently inthe MHASAS rateswere transferred to the Regional Centers,
those dallars would need to be used for providing inpatient/emergency services
and the member months for those recipients would be taken out of the MHASA
pool resulting in higher rates per digible MHASA individud.

Audited financia reports show that during the last fiscal year only one contractor
has shown excess savings after alowed profit.

Shifting risk from one entity to another as proposed in the recommendations may
not be actuarialy sound and would be incongruous with the basic principles of
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managed care and capitated payment systems. The Department will consult with
the Department of Hedlth Care Policy and Financing concerning this issue.

Auditor’s Addendum

We reemphasize that MHASAS are required by their contracts to provide all
medically necessary mental health services to Regional Center residents, yet
Regional Center residents have received almost no mental health services.
Regional Center residentsrepresent lessthan 1 percent of theMedicaid Aidtothe
Needy and Disabled (AND) population. The Department has not done any
analysis to support its assertions that (1) Regional Center residents cannot be
served within the current capitation base and (2) $452,000 in capitated payments
cannot be removed from the capitated base and transferred to the Regional
Centers and developmental disabilities system without significantly impacting
rates. These arefundswhich, if made availableto the developmental disabilities
system, could serve people on waiting lists. Sincetheinception of capitation, we
have noted problemswith the Department’ soversight of and lack of controlsover
capitation savings. We have been particularly concerned that the Department
ensure Medicaid recipients receive the services to which they are entitled before
allowing MHASAs to accept profit or spend savings on the non-Medicaid
population. These concernscontinue. The Department’ sposition that it cannot
clarify mental health funding streamsat the Regional Centers, aswerecommend,
isnot based on soundfinancial analysisand, further, isnot in the best interest of
the State.
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Established by the State Congtitution, the Judicial Department is a separate branch of the
State’ sgovernment. The Chief Justice of the Supreme Court isthe head of the branch and
is respongble for establishing adminigrative procedures for the following courts:

*  Supreme Court
* Court of Appedls
e Tria Courts and Probation
- 22 digrict courts
- 62 county courts
- 7 water courts
- 23 probation departments
- Denver Juvenile Court
- Denver Probation Court

The Supreme Court includes the State Law Library, Public Defender Commission,
Commission on Judicid Discipling, Judicid Nominating Commisson, Board of Law
Examiners, Grievance Committee, and Alternate Defense Counsd.  These commissions
and committees perform various functions such as maintaining thelaw library, investigeting
disciplinary actions agangt atorneys, providing nominees for vacant podtions, and
considering applications for admission to the Colorado Bar.

The Office of the State Court Administrator provides direction to the state courts and
probation departments in accordance with the policies of the Chief Justice. The Office
assigs the courts by providing personnd, financid, planning, and information services.

Severd offices and committees within the Department operate outside the direction and
control of the State Court Adminigtrator to provide services to the Judicid Department.
The Office of the Public Defender provides legd representation for the indigent. The
Office of the Alternate Defense Counsd, which was established in 1996, provides
representation for the indigent when there is a conflict with the Public Defender
representing the individud.



76

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2000

In Fiscal Year 2000 the Department was appropriated approximately $242.1 million and
3,006.8 full-time equivaent staff. The Department receives gpproximately 81 percent of
its funding from generd-funded revenue.

The following comments were prepared by the public accounting firm of Grant Thornton
LLP, who performed audit work for the Judicia Department.

Establish Performance Evaluation Policy

Performance eva uations are compl eted annualy for employees of the Judicia Department
as a means of determining such things as compensation, promotions, and demotions.
During our audit we found that a performance evauation was performed for a contract
employee.

Applying sdaried employee personnd policies to contract employees could be exposing
the Department to aliability. There is no guarantee that a contract employee’ s contract
will be renewed and the Department is not required to provide areason for deciding not
to renew an employment contract. Salaried employees, on the other hand, may only be
terminated if the State has a distinct cause for doing so. If acontract employeeistrested
insuch amanner that they have a“ reasonabl e expectation of continued employment,” then
they may have a case againg the Department if their contract is not renewed.

Recommendation No. 17:

The Judicid Department’s internd legal department should establish and didtribute to
upervisory personnel awritten policy that includes, & a minimum:

a. Detailed descriptions for the treetment of contract employees.

b. Clarification that contractors are grictly governed by the individua employee's
contract, and that there is a clear distinction between contract employees and
sdaried employees.

Judicial Department Response:

Agree. Certified employees of the Colorado Judicid Department are governed
by the Colorado Judicid Department Personnel Rules, while contract employees
are governed by the provisons of their employment contract. Supervisors are
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routindy advised not to use the forma performance gppraisa process (that which
is used for certified employees) for contract employees. Thisdoes not, however,
preclude supervisors from giving feedback to contract employees, but it does
mean that the process must be clearly differentiated. We will issue areminder to
al supervisors through the Human Resources Bulletin.

Segregate Duties Related to Handling
Cash

The Judicid Department collects cash from avariety of fines and fees. During our audit
we found that dutiesfor collecting cash need to be separated. Controls that separate the
callecting, recording, and depositing of cash minimize the risk of undetected errors or
defdcations. Processes could be improved at the following offices:

Office of the Public Defender. The Office collects about $60,000 annudly for various
fees such as atorney training. Currently the receptionist opens incoming mail and initids
the associated incoming documentation to confirm that the amount received matches the
amount that wasdue. The cash recelved along with therel ated documentationisthen given
to the accountant who maintains the cash receipt logbook and records the entry on the
State’ saccounting system. The accountant also confirmsthat dl cash recel pt numbersare
recorded.

The receptionist should make entries to the cash recel pt logbook before handing cash and
supporting documentation to the accountant, and a third individud should review the
logbook to account for al cash receipt numbers and review the amount recorded on the
State' s accounting system.  Without this control feature, the cash actudly received could
be different from the cash given to the accountant.

Attor ney Regulation AgenciesAccounting Office(ARAAQ): About$4millioninfees
are collected annudly from four sources a the ARAAQ that include continuing education
and Bar exam fees collected by the Board of Law Examiners and by Continuing Legd
Education, feesfrom the ethics school, reimbursements of “costson cases’ from attorney's
at the Attorney Regulation Counsd, and regidration fees from the Attorney Regidration
Office. Onadaily bass, asummary of cash collected is prepared by an individua from
each of the above-stated sources. The summary and cash is given to one of the two
ARAAOQO accountants. However, only asingle individud a the ARAAO handles cash,
prepares deposits, and maintains the generd ledger.
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The duties should be divided up between the two accountants so that the work of one
person serves asa*“check” on thework of the other. Procedures should be implemented
to ensurethat incoming cash and checks submitted to the ARAAO accountant agreeto the
amounts deposited in the bank account and recorded in the generd ledger. The ARAAO
accountant could prepare depositsand the other ARAAO accountant make generd ledger
journd entries based on the cash receipt reports. However, because of the limited number
of personnd, rather than giving additiona daily tasks to the other accountant, it may be
more feasible to have the other accountant agree the daily cash receipt reportsto deposits
reported on the bank statement in conjunction with the monthly preparation of the bank
reconciliation.

Recommendation No. 18:

The Office of the Public Defender should separate the function of preparing the cash
receipts log and recording the receipt on the State’ s accounting system, designate athird
person to account for al cash receipt numbers, and review the amount recorded on the
State' s accounting system.

Office of the Public Defender Response:

Agree. We will adopt new procedures pursuant to the recommendetion.

Recommendation No. 19:

The Attorney Regulation Agencies Accounting Office should segregate the duties of
handling cash, preparing the deposit, and maintaining the generd ledger.

Attorney Regulation Agencies Accounting Office
Response:

Agree. Oneof our longtime employeesin the accounting office left gpproximately
two monthsago. The newest member of the accounting office begins employment
on October 10, 2000. When she beginsher employment, wewill dividetheduties
to ensure that one handles the cash and prepares the deposits, and the other
makesthe deposit and verifiesdl of thenumbers. Until October 10, 2000, weare
using non-accounting employees to verify the depodts.
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The Department of Law isheaded by the Attorney Genera, whoisan elected Sate officid
as provided by Article IV of the State's Congtitution. The primary functions of the
Department are to serve as.

* Legd counsd and advisor for al departments, commissions, boards and elected
officas of sate governmernt.

* Legd representative of the public interest for al citizens of Colorado.

»  Enforcement agency for the Colorado Consumer Protection Act, State and federal
antitrust laws, and the Uniform Consumer Credit Code.

Also, the Department performs reviews of dl state contracts for compliance with State
Fiscal Rules and statutes, and provides lega opinionsto dl agencies of state government.

The Department of Law was appropriated total funds of $32.9 million and 340.8 full-time
equivaent saff (FTE) for Fiscal Year 2000. Approximately 34 percent of the funding is
general-funded, 64 percent is cash-funded, and 2 percent is federaly funded.

Promptly Identify and Refund Taxpayer
Overpayments

The Uniform Consumer Credit Code Divison within the Department of Law protects
consumer buyers, lessees, and borrowers from unfair credit practices under the Uniform
Consumer Credit Code (UCCC). Inorder to fund, administer, and enforce thefar credit
practices, lenders, such asretail credit grantors and saes finance companies, are required
to self-report ther total annua consumer credit sales to the Divison. Payment must be
submitted with a form that details the computation of the fees due. A $10 fee for each
$100,000 of consumer credit sdes and a $10 annud notification fee are charged to the
lenders. Prior to Calendar Y ear 2000 the fee for each $100,000 of consumer credit sales
was $12, two dollars higher than the current year. For Fisca Y ear 2000, fees collected
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totaled approximately $800,000. We noted deficiencies in the review procedures
performed over the fee caculations.

During our testwork we found that 2 of the 13 transactions tested were cal cul ated based
on the 1999 rate rather than the 2000 rate. The total amount of the overpayments found
was $2,244. We found that the Division does not reca culate the payment. The Division
was not aware of the overpayments and had not refunded thisexcessas of May 17, 2000.

The Department has procedures in place that inform the lenders of rate changes in the
fees, such as a preprinted form used to caculate lender fees and the UCCC manua the
lendersreceive. While some proceduresarein place, the discovery of these overpayments
indicatesthe need for additiond proceduresto verify the accuracy of the payment. Without
verificaion, there is the potentia that future overpayments will not be detected.

Recommendation No. 20:

The Department of Law should implement review proceduresfor the Uniform Commercia
Credit Code fee payments and refund any excess to the lenders.

Department of Law Response:

Agree. The Uniform Consumer Credit Code Unit received over 4,600 forms
totaling approximately $800,000 within atwo-month period in Fiscal Y ear 2000.
The Unit provided businesses with a fee caculation form that included current
rates and step-by-step ingructions attempting to dleviate errors. The volume of
forms, time frame for depositing funds, and shortage of saff in the UCCC made
it impossible to verify every payment unless a compliance examiner was pulled
from examinations for two months. This would have led to a reduced number of
compliance exams, resulting in refunds of excess chargesto consumers. Because
the UCCC's primary purpose is consumer protection, this did not appear to be
aviable option.

A changein the law, effective July 1, 2000, will reduce the number of businesses
required to pay notification fees by more than haf. This reduction will facilitate
daff review for overpayments, alowing for overpayments to be returned before
they are deposited, diminating the need for refunds. We plan to emphasizeonthe
cover ingructions and onthe cal culation form that the fee Sructures have changed
in an effort to avoid miscaculations. Review of natification payments was
implemented July 1, 2000. (Note: All overpayments identified in the audit were
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refunded June 20, 2000, within ten days of notification and verification of
overpayment.)
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The Department of Military Affairs primary misson isto support federd, state, and loca
governments in the time of need. The Adjutant Generd is the adminidrative heaed of the
Depatment and the Chief of Staff of the Colorado Nationad Guard. The Department
includes the following divisons

» Executive Director’s Office
* Army Nationd Guard

e Air Nationd Guard

e Civil Air Patrol

During Fiscd Year 2000 the Department of Military Affairs expended $8.5 million, of
which 55 percent was from federa funds, 43 percent was from genera funds, and 2
percent wasfrom cash-funded sources. Inaddition, the Department employed 1,309 full-
time equivdent saff (FTE). Thefollowing chart showsthe Department of Military Affairs
expenditures by source for Fiscd Y ear 2000.

Department of Military Affairs
Fiscal Year 2000 Expenditures by Source
(In Millions)

General
$3.6

Federal
$4.7

Cash
$0.2

Sour ce: State's Accounting System as of June 30, 2000.
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Strengthen Controls Over Accounting
Functions

During Fiscd Year 2000 the Department of Military Affairs experienced a sgnificant
turnover of accounting saff and delaysin replacing the vacant postions. The Stuation left
the accounting section understaffed for the mgority of the year. The State Controller’s
Office provided additional support to the Department in order to complete accounting
transactions at fiscal year-end. However, the Department had problems completing al
required transactions and providing information on atimely basisto both our office and the
State Controller’s Office.

The shortage of accounting staff created additiona risk that transactions may have been
recorded improperly on the State’' s accounting system. We noted that the following areas
need improvement:

» The costs associated with individual construction projects were not tracked
separately by the Department.  During Fiscal Year 2000 construction was
completed on armories and other buildings, but the costs associated with the
congtruction were not properly reflected as a completed project on the State's
acoounting system.  As a result, congtruction in progress was overstated and
buildings were understated as reported in the footnotesto the financid statements.
The Department was unable to determine, or provide an approximation of, the
costs for completed construction projects.

 Buildings and property owned by the Department vaued a $7.9 million was
transferred to the Department of Public Safety in December 1999. However, the
Department of Military Affairs did not remove these assets from their records.
Thiserror resulted in an overstatement of assatsin the State’ sfinancia statements
by $7.9 million.

»  Utility invoices, totaling about $61,000, from the Army Guard a Buckley were
not received by the Department of Military Affairs until after fiscal year-end.
These invoices were not paid until the next fiscd year; however, they rdate to
activitiesthat occurred in Fiscal Year 2000. Thus, thisamount should have been
recorded as a liability on the Stat€' s accounting system.

Asgated earlier, the State Controller’ s Office had to provide accounting assistance to the
Department to complete accounting transactions for the fisca year. This support would
not have been necessary if the Department had cross-trained other employeesto be able
to perform accounting duties. The Department should provide this training so that
operations of the Department can be carried out in an effective manner if aff turnover
occursin the future,
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Recommendation No. 21:

The Department of Military Affairs should ensureits controls over accounting functionsare
operationa so that al transactions are recorded properly at fisca year-end. In addition,
the Department should cross-train its staff so that operations can be carried out in an
effective manner during times of staff turnover.

Department of Military Affairs Response:

Agree. The controls that are and were in place over the accounting functions
would have ensured that al transactions were recorded properly had staff been
avalable. However, because key pogitions were vacated during the five months
prior to closing the fiscd year, timeliness of processing transactions caused
ggnificant problems during closing. For Fisca Year 2001 the cutoff for
encumbrances will be May 15, 2001, and payables will be accrued. This,
combined with stabilized and experienced taff, will result in the required
improvements during next year’ s dosing.

A mgor god of the accounting section is cross-training and the god is part of
every peformance plan. Our assessment is that the new personnd in the
accounting section are currently at ahigher level of cross-training than at any other
timein the lagt four years.
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The Department of Natura Resourcesis responsble for encouraging the devel opment of
the State' snatural resources. Resourcesincludeland, wildlife, outdoor recregtion, water,
energy, and minerds. The Department operates under the authority of Section 24-1-124,
C.R.S., andiscomposed of an Executive Director’ sOfficeand thefollowing ninedivisons:

e Divison of Wildife

e  Water Resources Divison

o State Board of Land Commissoners

e Soil Conservation Board

» Parksand Outdoor Recreation Division
e QOil and Gas Consarvation Commisson
» Divison of Minerds and Geology

e Water Consarvation Board

» Geologicd Survey

The Department’ s Fiscal Y ear 2000 operating budget was about $150 million with1,466
ful-ime equivdent gaff (FTE). The Department is primarily cash-funded. Revenue
sources incude hunting, fishing, and other licenses; roydties and rents; interest; and other
sources. The following graph shows the breakdown of funds appropriated for the Fiscal
Y ear 2000 operating budget by division, board, and commission.

Department of Natural Resources
Fiscal Year 2000 Budget by
Division/Board/Commission (In Millions)

Executive
Other Director
$18.0 $20.3 Parks &

Outdoors

$24.8
wildlife Water
$63.5 Resources
$15.5

Water
Conservation
%30

Sour ce: Joint Budget Committee Fiscal Y ear 2001 Appropriations Report.
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Divison of Wildlife

The Divison of Wildife is charged with protecting the wildlife of Colorado. The Divison
manages over 250 wildlife areas covering 300,000 acres by acquiring habitat lands,
preventing the decline of certain species, conducting research, and enhancing the public’'s
awareness of pertinent issues. The Colorado Outdoors Magazine Revolving Fund within
the Division produces various videos, brochures, books, and pamphlets in an effort to
promote public awvareness. The nearly one and a hdf million hunting and fishing licenses
sold annudly provide the mgority of the Divison's funding.

Hunting and Fishing License | ssues Continue

In previous years audits we found problems with the Divison's handling of hunting and
fishing licenses. During our current audit we continued to find two problemsthat have not
yet been fully addressed by the Divison. They are asfollows.

* Excessinventoriesof hunting and fishing licenses wer e being maintained
by the Division. For the Cadendar Year 1998 inventory, we found that more
than 300,000 licenses, or 10 percent of the total 1998 inventory, were on hand
and would be destroyed. Divison gtaff indicated they would review historica
leves of licenseswhen ordering licensesto try to minimize excesslicenses. During
the current audit, we found that over 250,000 in Calendar Year 1999 licenses
were ill on hand at fiscal year-end and will be destroyed. Divison g&ff should
review higoricd license levels when ordering, to prevent waste,

* Voided licenses were not being tracked separately from other returned
licenses. Wefound that the Divison till doesnot track voided licenses separately
from other returned licenses. Without a history of the number of voided licenses
for each agent, it is difficult to determine whether sde receipts are being properly
remitted.

Recommendation No. 22:
The Divison of Wildlife should:
a. Reduce excess inventories of licenses.

b. Track voided licenses separately.



Report of The Colorado State Auditor 89

Division of Wildlife Response:

a  Agree. In1999, 13 percent of thetotal license sales ordered were destroyed.
Thisrepresentsa 17 percent decreasein the license inventory destroyed from
1998. The Divisonwill continue to review inventory numbers and attempt to
reduce the total. However, by ordering in quantity, we are able to receive a
better per unit price. If the Divison orderssmaller quantities, wewill havethe
same costs with potentialy an insufficient number of licenses on hand when
needed.

b. Agree. The Divisonis currently in the process of looking at a point-of-sde
sysem. This sysem will diminate the concern of the Divison not tracking
voided licenses separately from other returned licenses. The best case
scenario for implementation is January 2003. As pat of the legidative
process, the Divison anticipates knowing whether thiswill befeasble by June
2001. If adecison is made not to implement a point-of-sale system, the
Divison will examine how to proceed with this recommendation. Until this
time making an attempt to track voids separately will require atedious manua
process that will likely not be accurate, cost effective, or provide information
to determine potentia collusion between agents and hunters.

Oil and Gas Conservation Commission and
Division of Minerals and Geology

The Oil and Gas Consarvation Commission (Oil and Gas) and the Divison of Minerasand
Geology (Minerals and Geology), both divisions within the Department of Natura
Resources, are required by statute to obtain reclamation deposits from mine and well
operators before they extract resources from State lands. The reclamation deposits
provide assurance that mine and well operators are financialy capable of reclaming land
that has been damaged when operations are completed. Some of the monetary options
permitted by statute for reclamation deposits are cash bonds and certificates of deposit.
Both cash bonds and certificates of deposit are held in safekeeping by the State Treasury.
If the mine and well operator defaults, the deposit isthen used by the Divison to cover the
cost of remedying any damage to the land. If the operator returns the land to its origina
state, the deposit is refunded to the operator.
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Ensure That Deposits Are Properly Protected
Under the Public Deposit Protection Act

Minerds and Geology and Oil and Gas had custody of approximately $6.2 million of
certificates of deposit at June 30, 2000. The certificates range in amount from $100 to
about $175,000 for each operator, and most are one-year certificatesthat are perpetudly
rolled over into new one-year certificates by banking indtitutions, until redeemed.

During our current audit we continued to note problems in the handling of certificates of
deposit by Mineras and Geology and Oil and Gas. Our concerns relae to ensuring that
the public funds are properly protected.

We found that certificates of deposit for Minerals and Geology and Oil and Gaswere not
properly protected under the Public Deposit Protection Act. The Public Deposit
Protection Act (PDPA), Title 11, C.R.S., was enacted to protect depositsthat either are
not insured or are in excess of theinsured limit of federal deposit insurance of $100,000
for each account. PDPA requiresthat:

* Public monies be deposted only in banks designated as digible public
depositories. These include most of Colorado’s banks.

» Banks be informed by the depositor that the funds are public monies.
» Adequate documentation be maintained by the depositor.
»  Specific PDPA identification numbers be used.

* Banks maintain sufficient collatera to cover public deposts in the event a bank
becomesinsolvent.

PDPA specificaly excludes investment firms and out-of-state banks from its coverage.

Duringthe Fiscal Y ear 1998 audit, of the 25 certificates selected for testing, we found that
9 certificates, totaing $229,000, were not held in PDPA-dligible depositories. Three of
these belonged to Minerals and Geology, and six belonged to Oil and Gas. During our
current audit we reviewed records provided by Minerds and Geology and Oil and Gas
whichindicated that atotal of 41 certificates, totaing $422,000, were not held in PDPA-
eligible depositories. Ten of these certificates belonged to Minerd's and Geology and 31
to Oil and Gas. Some of the 41 certificates do not mature for another two or more years.
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Minerds and Geology and Oil and Gas staff stated that these certificateswill betransferred
to PDPA-digible depositories upon maturity. Minerals and Geology and Oil and Gas
policy dlowsthe mine and well operators discretion to sdlect thefinancid indtitution from
which to purchase the certificate, aslong as the ingtitution is PDPA-approved.

Section 11-10.5-111(2), C.R.S, states that “any officia custodian may deposit public

funds in any bank which has been designated by the banking board as an igible public

depository. Itisunlawful for an officid custodian to deposit public fundsin any other bank

than one that has been so designated.” Section 11-10.5-111(4)(c), C.R.S,, further states

that “any officid custodian who violates the provisons of this aticle is guilty of a
misdemeanor and, upon conviction thereof, shall be punished by afineof not lessthan two

hundred dollars nor more than five hundred dollars, which fine shal be mandatory and may

not be reimbursed nor paid by the public unit. Upon any such conviction, the court may

adjudge thet the officia custodian be removed from public office”

In 1993 Minerds and Geology obtained a legd opinion from the Attorney Generd’s
Office. The Attorney Generd’ s Office determined that reclamation deposits held by the
State qudify as public monies and should be protected in the same manner as other public
monies. Oil and Gas subsequently chose to rely on the Attorney Genera’s opinion for
their own deposts.

Minerds and Geology and Oil and Gas have had seven yearsto comply with PDPA. As
previoudy dated, the average certificate held by the Divison maturesannudly andisrolled
over into anew certificate perpetudly until redeemed. Although requiring the certificates
to bemoved prior to maturity may result inlost interest for the depositorsthrough pendties
for early redemption, we are aware of at least one certificate that hasrolled over snce our
prior audit and is still being held in a non-PDPA-dligible depository.

Recommendation No. 23:

The Qil and Gas Conservation Commission should ensure that al deposts are in
compliance with statutory and other legal requirements by, a a minimum, transferring
short-term certificates of deposit to digible public depositories on their next maturity date,
and developing a plan to prudently address any long-term certificates.

Oil and Gas Conservation Commission Response:

Agreg/Patidly Implemented. InJanuary 1999, asaresult of theFiscal Y ear 1998
finandd audit recommendation, the Oil and Gas Conservation Commission
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implemented compliance procedures to ensure that deposits are properly
protected under the PDPA. Currently the Commisson has 208 certificates of
deposits. 177 certificates have been placed in digible public depostories, and
have been assigned PDPA numbers. Thefinancid ingtitutionsinvolved have been
natified of the PDPA numbers and that certificate monies are public funds. Of the
31 certificates il requiring PDPA compliance, 4 certificates have been moved to
approved public depositories and 9 certificates are currently in the process of
being moved to an digible public depository. Of the 18 remaining certificates of
deposit, 11 will mature and roll over in November 2001, 1 will mature and roll
over in December 2001, 1 will mature and roll over in June 2002, 3 will mature
and roll over in March 2003, and 2 will mature and roll over in September 2007.
When the 13 certificates of deposit mature in 2001 and 2002, they will be
transferred to PDPA approved financid inditutions. The Oil and Gas
Conservation Commisson will pursue trandferring the remaining 5 certificates of
deposit that mature in 2003 and 2007 to PDPA gpproved financid ingtitutions so
that total compliance with the State Auditor’ s recommendation may be achieved
by June of 2002.

Recommendation No. 24:

The Divison of Mineras and Geology should ensure that al deposts are in compliance
with statutory and other lega requirements by, a a minimum, transferring short-term
certificates of depost to eigible public depositories on their next maturity date, and
developing a plan to prudently address any long-term certificates.

Division of Minerals and Geology Response:

Agree. Theimplementation date for completion of the recommendation is August
2002, which relates to the last maturity date of the certificates that need to be
transferred to PDPA-€ligible depositories.
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Department of Public Safety

| ntr oduction

The Department of Public Safety is responsible for providing a safe environment for the
citizens of Colorado. The Department operates under the authority of Section 24-1-
128.6, C.R.S,, and is composed of an Executive Director’ s Office and the following four
divisons

» Colorado State Patrol
» Colorado Bureau of Investigation
* Divison of Crimind Judtice
» Divisonof Fire Safety
The Department was gppropriated about $151 million and 1,175 full-time equivaent Saff

(FTE) for Fiscal Year 2000. Thefollowing graph showsthe operating budget by divison
for Fisca Year 2000:

Department of Public Safety
Fiscal Year 2000 Operating Budget

By Division

(In M illions)
13.9
$15.0 $ .
Bur of Executive
u e.eu . Director's
Investigation

Office

$58.6
Criminal Justice

$62.8
State Patrol

$.6
Fire Safety

Sour ce: Joint Budget Committee Fiscal Year 2001 Appropriations Report.
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State Patrol

The State Patrol is responsble for the safety of motor vehicle traffic on highways in
Colorado. The Patrol was appropriated a budget of about $62.8 million and 911.2 full-
time equivalent staff to carry out its functionsin Fisca Y ear 2000.

Tighten Controls Over Approval of Credit Card
Purchases

The Department usesacredit card called the Procard for many of itspurchases. The State
Patrol isthe main user of the card, accounting for 448 of the 606 credit card transactions
from July 1, 1999, through June 2, 2000. Because the offices are decentralized, thelocdl
office managers are responsble for approving the expenditures. They indicate their
gpprova by sgning the receipt or monthly statement.

We sdlected a sample of 25 transactions and found that almost half were not gpproved.
The problems were not specific to any particular office or manager. Some of the typica
credit card expenditures reviewed consisted of cell phones charges and expenditures for
office supplies. The expendituresin our sample without gpprova authority totaed about
$9,000. The account coding for the expenditures is input into the Stat€'s accounting
system at the troop offices. At this point the invoice should be reviewed to ensure that it
has been properly approved because the Department’ s Executive Director’ s Office pays
the Procard bill assuming dl associated invoices have been authorized.  The problems
noted indicate that there are not controls functioning to ensure that proper approva was
obtained for each Procard purchase. Credit card purchases pose arisk to the State,
unless properly reviewed and authorized, because they typicaly involve numerous smdl
dollar transactions.

The loca offices need to gpprove transactions before they are entered into the State's
accounting system for payment. The Executive Director’s Office should resffirm its
policies that specify what documentation should be maintained for the approva of credit
card expenditures. If necessary, the Executive Director’ s Office should check for gpprova
on asample basis until it can be assured that transactions are properly approved before
payment ismade. Clarification and adherence to the policy would help ensure that troop
offices are fully aware of their responghilities for gpproving transactions and minimizethe
risk to the State of unauthorized expenditures.



Report of The Colorado State Auditor 95

Recommendation No. 25:

The Department of Public Safety should strengthen controls over the approva of credit
card expenditures by reaffirming its policies and procedures specifying the documentation
that should be maintained indicating approva of credit card expenditures. Until the
Department can be assured that locd offices are following policy, it should sample
purchases for proper authorization.

Department of Public Safety Response:

Agree. The Department recently implemented an eectronic interface into the
State’ saccounting system and no longer required hard copiessent in centraly. As
areault, guidance in place to the fidd was not specificaly reiterated as requiring
documented gpprova. The Department will resffirm its policies and procedures
gpecifying what documentation should be maintained and properly reviewed for
credit card expenditures by December 1, 2000, and we will conduct severa
samplesto determinepolicy effectiveness. Thiswill beimplemented by March 31,
2001.

Recommendation No. 26:

The Colorado State Petrol should requireitsloca officesto verify approvasof credit card
transactions before input into the Stat€' s accounting system.

Colorado State Patrol Response:

Agree. The State Patrol will implement procedures so that procurement
transactions are reviewed and approved on at least amonthly basis by December
1, 2000.

Division of Criminal Justice

The Divison of Crimind Justice's purposeisto "improve al areas of the administration of
crimind judticein Colorado." The Division accomplishes this purpose through education,
research, grant administration, program management, and training and support for stateand
locd policy makersin the crimind justice sysem.  The Division receives the mgority, or
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about 64 percent, of its $58.6 million of funding from genera funds, 31 percent from
federd funds, and 5 percent from cash funds.

Salaries Charged to Federal Grants Should Be
Properly Supported

The Divison administers severd federa award programs with staffing costs of about $2.7
million. Many g&ff, especialy management, spend their time on severd of the programs.
OMB Circular A-87 specifiesthat salariescharged to federa programs must be supported
by payrall activity reports. Aninterim alocation can be used if thealocation isreconciled
quarterly to actua time records. Exception time such as annud leave, sick leave, and
holiday time must be charged proportiondly among federal grants if a person works on
more than one grant. We found that the Divison does not maintain actud time records.

Instead of actual time records, as required by federd regulations, the Division alocates
time based on Divison managers monthly estimates. The estimates are then distributed
to staff and, then &fter the fact, are reported in amonthly personne activity report, sgned
by each gaff person. The Division has not been reconciling quarterly, comparing actua
coststo budgeted distributions, based on the monthly activity reports. We discovered that
one employeewasrespongblefor six programs but only had time dlocated to threefor the
fiscal year through May 31, 2000. However, the Divison reviewed the dlocation for all
employeeswithin the Divison through June 30, 2000, and concluded that alocationswere
consstent with actud time spent by staff on each federa program.

Therewere dso 11 out of 20 time sheets reviewed where annud or sick leave, referred
to asexception time, was not charged proportionally to grants. For the 11 time sheetswith
disproportionate exception time we found that 32 percent of the exception time was
reported againg the Byrne Formula Grant, but only 22 percent of their regular time was
spent on the program. The 10 percent differentiad amounted to $2,249 being overcharged
to the program. Without proportionate exception time dlocations, federa programs may
be charged sdlary costs inappropriately.

The Divison should develop procedures to maintain adequate time records under the
requirements of OMB Circular A-87 that reflect actua time worked. Allocated time
should be reconciled to actua time worked on a quarterly basis and appropriate
adjusments made. Noncompliance could result in the loss of federa funding to the
Divison.
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Recommendation No. 27:

The Divison of Criminal Justice should develop procedures for tracking time worked so
that sdlary charges to federa programs are adequately supported. Actua time worked
should be recorded by personnel and then reconciled to the all ocation on aquarterly basis.
In addition, exception time should be prorated among federal programs in the same
proportion as regular sdaries.

Division of Criminal Justice Response:

Agree. Inadditionto the current timetracking method, the Divison will implement
a quarterly reconciliation system and train all gaff to prorate exception time
accurately no later than January 1, 2001.

| ncrease Audits of Community Corrections
Vendors

The Divison has the respongbility to alocate funding to loca community corrections
boards, which are located in each judicid digtrict. The funding primarily coversdiverson
programs and trangition correctiona programs. A total of $37.9 million was recently
alocated for Fiscal Year 2001. Loca corrections boards select vendors to carry out
corrections functions. There are currently about 35 active vendors. The Divison is
required by state statute to audit the vendors at least once every three years. It has
developed standard guidelines that are the criteria and badis for the audits. The Divison
believes that thisis an essentid function to ensure the program is operating effectively in
accordancewith Divisonguidelines. During the course of our audit wefound that vendors
had not been properly audited in accordance with statutory guidelines.

Of five vendors sdlected in our sample, two had not had an audit within the past three
years. In addition, another one of the audits included only the investigation of a specific
complaint about a program that had not been otherwise audited in the prior three years.
The most recent audit for two of the vendors was in 1994 and one had not been done
gnce 1991. According to Division records, atotal of about 18 vendors have not been
audited within Fisca Years 1998, 1999, or 2000. Without timely audits, there is no
assurance that vendors are carrying out their functions in accordance with the Division's
policies.
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The Divison should develop a schedule to ensure that al vendors are audited in
accordance with statute during a three-year period. The Divison stated that it plans to
accel erate audits so that al are completed within the next two yearsto catch up and so that
audits remain current.

Recommendation No. 28:

The Divison of Crimina Justice should develop a schedule so that audits of community
corrections vendorsare compl eted at | east every three yearsto ensure vendor compliance.

Division of Criminal Justice Response:

Agree. The office has developed a two-year schedulein 1999 in order to catch
up audits that were not completed during an extended vacancy in the auditor
pogition. If the plan remains on target, audits will be current by December 31,
2001.
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Department of Revenue

| ntroduction

The Department of Revenue's primary role is to manage the State’s tax system. In
addition, the Department is respongible for performing various other functions asfollows:

Adminigter the State L ottery, which grossed nearly $371 million in ticket sdesin
Fiscal Year 2000. Of thisamount, about $89 million was availablefor digtribution
for capital construction aswell as for parks and outdoor projects.

Act as a collection agent for city, county, RTD, specid didtrict, and severance
taxes. The Department received nearly $798 million in taxes and fees on behdf
of other entities,

Collect taxes and fees for the Highway Users Tax Fund (HUTF), which is
primarily for the benefit of highway maintenance projectsin the State. In Fisca
Y ear 2000, amounts collected for HUTF totaed approximately $734 million.

Regulate the limited stakes gaming activitiesin Cripple Creek, Black Hawk, and
Central City. The gaming communities grossed about $595 millionin Fisca Year
2000.

Enforce tax, acoholic beverage, motor vehicle, and emissons ingpection laws.

Operate the State’s 11 Ports of Entry.
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Department of Revenue
General Fund Revenue Collections
(In Millions)

Other Corporate
State Sales $497 Income Tax
Tax
407
$1,719 $
Individual
Income Tax
$3,996

Sour ce: Department of Revenue, Fiscd Y ear 2000 Collections Report.

In Fiscal Y ear 2000 the Department had a budget of nearly $477 million and 1,534 full-
time equivdent gaff (FTE). The State L ottery Division had thelargest share of the budget,
accounting for nearly 65 percent of the total. About 70 percent of the Department’s
revenue comes from cash-exempt sources such aslottery ticket saes, Highway Users Tax
Fund collections, and fees charged by the Digtributive Data Processing Fund, which
maintains the motor vehicleregidrationssystem. Theremaining revenueis 23 percent from
generd funds, 6 percent from cash funds, and less than 1 percent from federa funds.

Streamline Process for Reviewing
Estimated Tax Payments

In Fiscal Year 2000 the Department collected about $1 billion in corporate and individua
estimated income taxes. Taxpayers with income from Colorado sources make estimated
income tax payments throughout the year if the estimated tax liability due on ther annua
tax return exceeds $1,000. Corporations must make estimated periodic tax payments if
their tax ligbility for the year is expected to exceed $5,000. Taxpayers who do not pay
estimated taxes during the year as required may be assessed pendties and interest on the
unpaid amount.

The Department’s Fair Share Section has established automated edit checks to detect
ingances in which the taxpayer clams more estimated payments on hisannua return than
the Department has recorded as actua payments received. Tax examiners in the Fair
Share Section review weekly reports generated from the edit program to resolve the
differences. Some of these differences result from errors made by Department staff in
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posting taxpayer payment information to the sysem and may be resolved by manua
adjustments to the taxpayer’s account. The Department may have to request that the
taxpayer provide additiona documentation of payments made or bill taxpayers for the
differenceif it is not attributable to errors made by the Department.

During the audit we found severd deficiencieswith the process of evauating and resolving
differences in amounts claimed versus amounts received, as follows;

Manual adjustments made to taxpayer accounts by Department staff are
not adequately reviewed by supervisors. We noted three instances of errors,
totaing $1,696, made by Fair Share staff in manualy adjusting taxpayer accounts.
Tax examiners review taxpayer accounts and make manua adjustments to those
accounts if they determine an error was made by the Department in posting
estimated tax payments. Many of these adjustments are routine and may include
trandferring tax amounts between tax years or between accounts of spouses or
parent/subsidiary accounts. Further, it is the Department’s informa policy to
review and approve al manua adjustmentsto accounts. There was no evidence
that these three adjustments were reviewed and approved by asupervisor. Asof
the end of fieldwork, these errors had not yet been corrected.

Follow-up on inquiry letters sent to taxpayers is not automated. Inquiry
letters are sent to taxpayers prior to billing, requesting additiond documentation
or information on payments made. Generdly, aresponse is requested within 30
days. Unwritten policy in Fair Share requiresthe tax examiner to retain acopy of
al letters sent to taxpayers and review the outstanding letters monthly. We noted
6 instances out of 60 in which the tax examiner sent a letter of inquiry to the
taxpayer but did not follow up to determine if a response was received by the
Department. Automating follow-up oninquiry letters so that thetax examinersare
aerted dectronicaly when a response has not been received by a certain date
would minimize the risk that issues are not resolved. Because the processis not
automated and copies of the letters may not have been retained, itisnot possble
to determine to what extent follow-up may not have been completed. Without
adequate follow-up procedures, additiona taxes may be owed but not collected.

Use of cancellation codes may impair follow-up on taxpayer accounts.
Cancellation codes are used by tax examinersto temporarily remove or “cancel”
dl items on the edit report. Normdly, for other divisons within the Department,
amounts owed are billed automaticaly within two weeks by the Department’s
accounts receivable sysem. The cancellation codesalow Fair Share gaff timeto
investigate and possibly resolve discrepancies before a billing is generated. We
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noted 2 instances out of 78, totaling $2,325, inwhich atax examiner cancelled an
account on the system, but did not follow up with aninquiry letter, bill, or amanud
adjustment to correct the account until the matter was brought to their attention
through our audit. When the temporary cancellations are not removed, the
account will not appear on the next weekly report, and thus may not be resolved.
Again, becausethisisamanuad process, it isnot possible to determine how many
accounts may have been cancelled and subsequent action not taken.

A report of taxpayer deficiency notices pending approval isrun only once
per year. Asnoted earlier, anotice is generated automaticaly if a cancellation
codeis not placed ontheaccount. If the account iscanceled, tax examiners must
manudly request abill to be sent. However, the billing must first bereviewed and
approved by a supervisor in the Fair Share Section. For Fiscd Year 2000 the
report of bills pending approva to be sent is only generated once ayear. Of the
two hills in our testwork requiring agpprova, we noted one ingtance, totaling
$24,681 in taxes owed, in which a bill was not sent to a taxpayer for over four
months because it was awaiting supervisory approval. More frequent generation
and review of the report would help ensure that bills are sent to taxpayers on a
timely bass.

Under the current system, timeis spent by Fair Share staff manudly tracking the progress
and status of accounts. Manua processes could result in afallure to complete follow-up.
In addition, without adequate review, there is a risk that adjustments are being made
eroneoudy.  Improvements would ultimately result in a more efficient and effective
process for resolving discrepancies in estimated taxes.

Recommendation No. 29:

The Department of Revenue needs to evaluate its policies and procedures related to
estimated tax payments and streamline the process by:

a. Reviewing manua adjustments made to taxpayer accounts to ensure accuracy.

b. Automating the method of following up on inquiry letters sent to taxpayers to

ensure timely response.

c. Devdoping controlsover the use of cancellation codesto ensure that accountsthat

have been cancelled on the system are resolved correctly and in an appropriate
and timdy manner.
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d. Reviewing reports of pending deficiency notices more frequently to ensure
taxpayers are billed in atimey manner.

Department of Revenue Response:

a. Agree. The section will now record al Fair Share documents going to

b.

d.

processng. A Tax Examiner IV will report their findings to the section
supervisor who will perform this verification process. They will verify the
posting of the documentsand create areport detailing al accountsthat did not
post correctly. Implemented November 3, 2000.

Agree. The section will modify and utilize the current protest tracking system
to perform this function. The system has been modified to alow a supervisor
to input ahold on ataxpayer’ saccount. Thiswill dlow additiond timefor the
taxpayer to respond without being billed. 1t will aso dlow the supervisor the
ability to track and report to the examiners any response grester than thirty
days. Implemented November 3, 2000.

The section will dlow the examiner to cancd an inquiry thet isawaiting further
action by the taxpayer, but a supervisor will review dl cancdlations. The
supervisor will then place the record into the protest tracking system that will
require aresponse within thirty days. Implemented November 3, 2000.

Agree. Monthly reports of al accountswaiting for abilling approva will now
be created and distributed. Implemented November 3, 2000.

Strengthen Controls Over the | ssuance of
Earned |ncome Credits

The State refunded $25.3 million of the Staters excess revenue in Fiscal Year 2000
through earned income credits. The creditswere available for thefirgt timein Fisca Year
2000 and aredlowed to digibleindividuadsin addition to theregular TABOR refund. The
credit isdesigned to assist low-income househol dsthat have federd adjusted grossincome
of $30,850 or lessand equals 8.5 percent of thefederd earned income credit. During our
testwork we found controls lacking over the review of these credits.
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The Department designed one edit to detect errorsin the amount of earned income credit
clamed by thetaxpayer. The edit was designed to rgject returns when the earned income
credit exceeded the maximum alowable amount of $324. This amount is based on 8.5
percent of themaximum alowablefederd credit of $3,816. The Department indicated that
this control did not function properly resulting in anumber of taxpayers receiving arefund
larger than they were entitled to. Of 60 tax returns sampled, we found:

» Sreturnsthat werecalculated incorrectly. Wefound sometaxpayersused 85
percent instead of 8.5 percent in the caculation, faled to prorate for part-year
residency, and used thefederal earned income credit. Inour samplethe 5 returns
that were inaccurate resulted in over-refunds totaling $1,353. Had the edit been
functioning properly, al of these errors would have been detected before the
refund was issued for the incorrect amount.

e 27 returns did not include the required Colorado Individual Credit
Schedule. The credit schedule shows the amount of the federa earned income
credit, whichisthebasisfor the state credit. The Department=singtructionsrequire
the supplementa schedule and the return is incomplete without it, but the
Department will go ahead and process the return if the schedule isnot submitted.
Without the credit schedule, it is not possible for the Department to determine
whether or not the state credit claimed is accurate.

The Department processed earned income credits by relying on asingle edit that did not
functionproperly. Inaddition, no onereviewed the Colorado Individual Credit Schedule.
Thisresulted in a number of taxpayers receiving refunds for whichthey were not entitled.
To correct the system failure, the Department subsequently reviewed dl earned income
credit refunds in excess of $324 and hilled about 60 taxpayers that origindly received
incorrect refunds. The Depatment might have a difficult time collecting al the
overpayments, since the mgority of the taxpayers that quaified for the credit are low-
income Colorado residents.

The Department should have implemented controls to ensure the accuracy of the earned
income credit reported by taxpayers. This could have been accomplished through more
thorough testing of the edit before it was placed into operation. In addition, because the
Department did not request the required Colorado Individua Credit Schedule, the
Department essentially processed incomplete returns. If the schedule is not provided by
the taxpayer, the Department should not process the return or should evauate other
methods of independently verifying the accuracy of the credit. These controlswould have
lessened the risk of the earned income credits being refunded improperly.
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Recommendation No. 30:
The Department of Revenue should ensure that earned income credits are accurate by:

a. Teding tha its edits for rgecting tax returns for earned income credits are
functioning correctly.

b. Processing only completereturns, or evauating methods of ensuring thet accurate
credits are clamed should the taxpayer fail to submit the required schedule.

Department of Revenue Response:

a. Agree. The earnedincomecredit isscheduled to beincluded in testing during
the December system test.

b. Agree. The earned income credit computations will al be checked againgt
federal information for accuracy as part of aFairshare project. Inaddition, al
eectronicdly filed returns include schedule 104CR automaticdly as a
requirement for claiming the earned income crediit.

| mprovethe Processing of Estate T ax
| nstallment Payments

An edtate tax return is required to be filed with the Department if the gross amount of the
estateisvalued a morethan $650,000. Thetax return and full payment isdue ninemonths
after the date of death unlessthe filer dectsto defer payment of part or adl taxes due and
pay iningdlments. Theingdlment terms alowed by the Department are either 10 or 15
years, and ingtdlment payments are due annualy on the same datetheorigind return was
due. The Department=s Taxpayer Services Section is respongble for ensuring that estate
tax ingtalment paymentsare paid timely and processed and recorded accurately. At June
30, 2000, installment tax payments due the Department totaled about $2.5 million.

Interest is charged on any tax due that is not paid by the due date. Thus, ingtallment
payments, if elected, are subject to interest cal culated on estate taxesowed, at thefull rate
of interest, which isthe prime rate of interest plus 3 percent. If payment is made within 30
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days of theduedate, adiscounted interest rateis applicable that is 3 percent lessthan the

full rate.

During our testwork of 5 out of 18 edtate tax files, we noted that the processing of
ingalment payments of edtate taxes is a very manua, |abor-intensve process, involving
periodic s&ff review of files and manua calculations of payment amounts. We noted that
there are no written policies and procedures governing the processing and review of
ingdlment payments, resulting in the following deficiencies:

Inadequate follow-up to ensure late filers are timely billed. Payment
information is entered onto a separate estate tax computer system. Manualy
caculated interest amounts are aso added annually to estate tax principd in the
decedent=s account on the computer system. Interest is cdculated a the
discounted interest rate because the Department assumes that the taxpayer will
pay timdy. If a payment is not received within 30 days of the due date,
Department staff reca culate the interest due at the full rate of interest, but do not
hill thetaxpayer for the additiond interest until the next annua ingtallment payment.

Lack of an automatic or other method for identifying late payment or non-
payment of installments and for calculating interest. Since the edtate tax
system is not connected to, or part of, the Department:=s accounts receivable
system, AARAPS, thereisno on-linemeans of determining if apayment was paid
lateor not paid at al. Instead, manua reviews of decedent files are performed by
Depatment staff. No policies or procedures exist to specify how often file
reviews must be performed.

Manual calculationsof installment paymentsof principal and interest with
Nno supervisory review to ensure accuracy. Interes on the ingalment
payments is currently caculated manualy on handwritten columnar spreadsheets
maintained in the decedent:s file. No supervisory review is performed of the
manud caculations of ingdlment payments due. The Department=s computer
system has spreadshect capabilities. However, staff do not utilize the system to
cdculae ingdlment payments. If manud caculaions continue, the Department
should review the calculations because there is a greater risk of error than if the
calculations were automated.

During our testwork we found that one estate has not remitted an annua payment since
Augugt 1997, even though the edtate till owed $6,700 in edtate tax, plus interest.
Indudinginterest cal cul ated through August 2000, the estate owed the Department $8,582



Report of The Colorado State Auditor 107

in estate tax and interest, according to Department records. On the basis of auditors
inquiries, the Department findly billed the estaters executor for the entire $8,582 in August
2000, and received a partia payment of $3,000 in October 2000.

Automationof processing estatetax ingtallment paymentsand establishment of policiesand
procedures will reduce the potentia for error and require less intervention from
Department gtaff.

Recommendation No. 31:

The Department of Revenue should devel op written policiesand proceduresfor processing
and reviewing edtate tax ingtalment payments to include, a a minimum:

a. Consgent, uniform follow-up by Department staff to ensure that billings to late
filersare timdly.

b. Egablishment of an automatic or other method for identifying late payment or non-
payment of ingtalments.

C.

A requirement that interest and principa be automaticaly cal culated and reviewed
by a supervisor to ensure accuracy.

Department of Revenue Response:

a. Agree. A new tracking system has been developed in conjunction with new

C.

procedures on deding with the ingalment agreements.  Implemented in
September 2000.

Agree. The use of an automated system (AARAPS) for tracking these
accounts was pursued, but the system could not be reasonably adapted to
accept the unique Stuations that are required by the estate tax laws,
particularly consdering the smal number of accounts involved. However, a
manua spreadshect to track theinstallment payments has been devel oped and
built into the Department’ s new procedures. Implemented October 1, 2000.

Agree. The new procedure includes use of the PRZA (mainframe sub-
program) and areview of dl interest charges by areviewer. Implemented in
September 2000.
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Computations of Tax Conferee Accruals
Are Not Reviewed

The Tax Conferee Section is part of the Department of Revenue's Tax Group. The
Section is responsble for handling disputes when there is disagreement between the
Department and the taxpayer in interpreting tax law. In Fiscal Year 2000 the Tax
Conferee Section resolved 366 tax cases resulting in collections of about $8.3 million and
refunds of about $5 million.

The Tax Conferee Section prepares accruals or estimates of the amounts they expect to
collect and pay. Thisinformation is used to record revenue, receivables, and payableson
the State's accounting system. During the audit we found errorsin the schedules prepared
by Tax Conferee saff for determining receivable and payabletax accruds. We noted that
the tabulation was not reviewed by asupervisor. In addition, it appears that spreadsheets
are not linked, so amounts do not automatically carry over to other spreadsheets. The
more sgnificant errors affecting the Department’ s accrud caculation are asfollows:

* One error resulting in deferred revenue (revenue that is not expected to be
collected by the Department for at least a year) being understated by $5 million.

» Two errorsresulting in accrued taxes payable being understated by $99,383.
* Oneeror resulting in accrued taxes receivable being overstated by $143,903.

These posting errors were the result of staff’s carrying forward incorrect amounts to
summary schedules, or failing to change prior year amounts to current year amounts.

Although the Department ultimately corrected the errors when they were brought to its
attention through the audit process, a review would have detected the errors in atimely
manner before the information was released to the accounting section for input into the
State's accounting system. The review of the caculations by asupervisor or other g&ff in
the Tax Conferee Section isimportant to ensure that amounts are mathematically accurate
and agree to supporting documentation. In addition, linking spreadsheetsalowsfor more
accurate carryover of amounts from one spreadshest to another.
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Recommendation No. 32:

The Department of Revenue' s Tax Conferee Section should improveitstabul ation process
for recording revenue, payables, and receivables in the State's accounting system by:

a  Reguiring that schedules prepared for determining receivable and payable tax
assessment accruals be reviewed by a supervisor or other staff person in the Tax
Conferee Section.

b. Linking detailed spreadsheets to summary spreadsheets to minimize the risk of
carrying over inaccurate amounts from the detailed schedule.

Department of Revenue Response:

a. Agree. The supervisor or another coworker will review the schedules to
detect and reduce errors. Implementation date June 30, 2001.

b. Patidly agree. Linking may aleviate some inaccuracies, however, in some
cases linking can generate errors.  There is no guarantee of 100 percent
accuracy. The spreadsheetswill be linked for the next reporting cycle where
possible without risking an increase of errors. Implementation date June 30,
2001.

| mprove M ethodology for Estimating
Wage Withholding Tax Accruals

Eachyear the Department records the estimated amount of wage withholding taxes owed
by taxpayers as of June 30 but not yet remitted to the Department. The processisknown
as the tax accrud process. The Department accrued about $160.1 million in wage
withholding tax for Fiscal Year 2000. The accrua normaly increases or decreases due
to avariety of factorsincluding employment rates.

During our audit we found tha the methodology used by the Department may cause
ggnificant artificid fluctuationsin the wage withhol ding accruds because the methodol ogy
does not consistently reflect taxes received after year-end for wages earned as of year-
end. A means of determining what activity is attributable to what time period is abasc
concept underlying financia reporting. Without a means to determine an estimate of tax
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revenue on wages earned through June 30, the Department is not providing fundamenta
information required by accounting standards.

There are two parts to the development of accounting estimates. The first part is the
gpplication of the accrua methodology used by the Department. Thisincludesthereview
and approval of the sources of relevant data, evauation of the reasonableness of
assumptions, and congderation of changes in previoudy established methodology. The
second part is to evduate the methodology; thet is, to compare the estimate with
subsequent results to assess the rdliability of the estimating process.

The Department does not cong stently include wages earned through June 30 initsaccrua
cdculaionfor frequent filers. Frequent filers arethose taxpayerswho have alarge enough
tax liability that they are required to submit tax returns either weekly or biweekly. The
Department calculates the accrud based on the end date of the filing period instead of the
amounts attributable to days worked through June 30. For example, if wage withholding
paymentswere madefor theweek ending on June 30, the entire amount would beincluded
in the accrua because the end date of the pay period was in June. However, if the pay
period for the week ended on July 3, none of the payment would have beenincluded inthe
accrud, even though four days would have been attributable to June. Inconsistencies can
occur from year to year Smply dueto thetiming of the end of the pay period. Whilethere
has been no TABOR impact, the methodol ogy may cause sSgnificant variationsin reported
revenue from one year to ancther. Without using a wage withholding methodology that
aways accruestaxesthrough June 30, the Department islacking basic financid information
to consgtently cdculate income tax revenue.

Recommendation No. 33:

The Depatment of Revenue should improve its existing wage withholding accrud
methodology so thet it is consistently accruing taxes through June 30.

Department of Revenue Response:

Agree. This recommendation gpplies to wage withholding accounts classfied as
“frequent filers” Tax returnswith payroll periodsthat bridge more than one month
do not separately report the portion of payroll withholding liability that corresponds
to the end of a specific month. In order to accrue a full June ligbility for these
filers, the development of an alocation methodol ogy would be required to account
for any missng days in June. However, there are difficulties in developing an
dlocation methodology due to the lack of homogeneity among taxpayers.
Difficultiesinclude variationsamong taxpayersin daysof operation during apayrall
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cyde, thelength of payroll cycles, and the commingling of multiple payroll cycles
on one return.

The Department will meet and consult with the Office of State Planning and
Budgeting, Legidative Council and the State Contraller’ sOfficeto develop awage
withholding accrua methodology that will congstently accrue taxes through June
30.
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Office of the State Treasurer

| ntroduction

The Officeof the State Treasurer isestablished by the State Congtitution and isresponsible
for efficiently managing the Statesmonies. The Treasurer isan eected officid who serves
a four-year term.  The Office manages the State's investments, and implements and
monitors the State's cash management procedures. Other duties and responsibilities
include:

* Recaving, managing, and disbursing the State's cash.
o Safekeeping the State's securities and certificates of deposit.

* Managing the State's Unclaimed Property Program, the School Didtrict Loan
Program, and the Elderly Property-Tax Deferral Program.

The State's pooled investments are made up of a variety of securities as shown in the
fallowing greph:

Colorado Treasury Pool Portfolio
June 30, 2000

fln Millions)
Federa
Agencies

$362

Asset Backed

Securities
$630
U.S. Treasuries
$884
Corporate
Mortgage $448
Backed
Securities
$60

Sour ce: Office of the State Treasurer records.
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Compliance With Colorado Funds
M anagement Act

The Colorado Funds Management Act (the Act), (Section 24-75-901, C.R.S.), was
enacted to alow the State to finance temporary cash flow deficits caused by fluctuationsin
revenue and expenditures. Under the Act, the State Treasurer is authorized to sdll Tax and
Revenue Anticipation Notes (TRANS).  TRANS are short-term notes payable from the
future anticipated pledged revenue.

The Office of the State Auditor reviews information relating to tax and revenue anticipation
notes and reports this information to the Generd Assembly as directed by Section 24-75-
914, C.R.S. Thisreport section provides information about the July 5, 2000, issuance of
$150 million in Genera Fund Tax and Revenue Anticipation Notes (heresfter referred to as
the Series 2000A Notes) and the October 2, 2000, issuance of $250 millionin General Fund
Tax and Revenue Anticipation Notes (hereafter referred to as the Series 2000B notes.)

Termsand Price

Both series of Notes have a maturity date of June 27, 2001, and are not subject to
redemption prior to maturity. This date complies with the Act, which requires the maturity
date to be at least three days prior to the end of thefisca year of issue. Thefollowing table
provides other details of the terms and price.

Details of Series 2000A and 2000B Note | ssues

Issue Amount: 2000A $150,000,000
2000B $250,000,000
Denomination (Both Series) $5,000
Premium on Sae: 2000A $ 875259
2000B $1,207,734
Face Interest Rate: 2000A 4.75%
5.00%
2000B 5.00%
Average Interest Cost to the State:
2000A 4.353%
20008 4.295%

Sour ce: Office of the State Treasurer records.
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Security and Sour ce of Payment

In accordance with the Act, principa and interest on the Series 2000A and 2000B Notes
are payable solely from any cash incomeor other cash recel ptsrecorded in the Generdl Fund
for Fiscd Year 2001. Generd Fund cash receipts include those that are subject to
gppropriation in Fiscal Year 2001 and any pledged revenue, including the following:

* Revenue not yet recorded in the Generd Fund at the date the Notes were issued.
* Any unexpended Note proceeds.
* Proceedsof interna borrowing from other statefundsrecorded in the General Fund.

The State Controller will record monies reserved to pay the principal and interest of the
Notes in the Series 2000 Note Payment Account (Account). The holdersof theNotesare
secured by an exclusive fird lien on assets in the account. The State Treasurer holds, in
custody, the assets in the Series 2000 Note Account.

If the balance in the Account on June 15, 2001, isless than the principd and interest of the
Notes due at maturity, the Treasurer must deposit into it al Generd Fund revenue then
available and borrow from other sate funds until the balance meets the required level.

The amount due at maturity for Series 2000A is $157,260,000, consisting of the Note
principa of $150,000,000 and interest of $7,260,000. The amount due at maturity for
Series2000B is$259,201,389, consisting of the Note principal of 250,000,000 and interest
of $9,201,389. To ensure the payment of the Series 2000A and 2000B Notes, the
Treasurer has agreed to deposit pledged revenue into the Account so that the balance on
June 15, 2001, will be no less than the amount to be repaid. The Note agreement adso
provides remedies for holders of the Notesin the event of default.

L egal Opinion
Kutak Rock LLP, bond counsdl, have stated that, in their opinion:

» The State has the power to issue the Notes and carry out the provisions of the
Note agreement.

* The Series 2000A and 2000B Notes are legd, binding, secured obligations of the
State.
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* Interest on the Notesis exempt from taxation by the United States government
and by the State of Colorado.

| nvestments

Both the Colorado Funds Management Act and the Series 2000A and Series 2000B Note
agreements alow the Treasurer to invest the fundsin the Account in digible investments until
they are needed for Note repayment. Interest amounts earned on the investments are
credited back to the Account. The State Treasurer is authorized to invest the fundsin a
variety of long-term and short-term securities according to Article 36 of Title 24, CR.S.
Further, Section 24-75-910, C.R.S.,, of the FundsManagement Act Satesthat the Treasurer

may:

* Invest the proceeds of the Notes in any securities that are legd investments for the
fund from which the Notes are payable.

*  Depost the proceeds in any digible public depository.

Purpose of the I ssue and Use of Proceeds

The Notes are being issued to fund the State s anticipated Genera Fund cash flow shortfalls
during the fiscal year ending June 30, 2001. The proceeds of the sde of the Notes were
deposited in the State' s Genera Fund. Note proceeds will be used to dleviate temporary
cash flow shortfals and to finance the Stat€' s daily operations in anticipation of taxes and
other revenue to be received later in Fiscal Year 2001.

Additional Information

The Noteswereissued through acompetitivesde. A competitivesaeinvolvesabid process
in which notes are sold to bidders offering the lowest interet rate.

The Notes issuance is subject to the Internd Revenue Service's (IRS) arbitrage
requirements. In generd, arbitrage is defined as the difference between the interest earned
by investing the Note proceeds and the interest paid on the borrowing. In addition, if the
State meets the IRS safe harbor rules, the State is allowed to earn and keep this arbitrage
amount. The Department of Treasury is responsible for monitoring compliance with the
arbitrage requirements to ensure that the State will not be ligble for an arbitrage rebate.
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State Expenses

There are expensesincurred by the State that are directly associated with the issuance and
redemption of the TRANS. These expensesinclude:

Bond legal counse feesand reimbursement of related expensesincurred by thebond
counsd.

Disclosure counsel fees and expenses.
Fees paid to rating agencies for services.

Costs of printing and digtributing preliminary and find offering satements and the
actua notes.

Travel costs of state employees associated with note issuance and selection of a
financid advisor.

Redemption costs, consisting of fees and codts paid to agents to destroy the
redeemed securities.

The above expenseswere approximately $74,000 for Series 2000A and $30,000 for Series

2000B.

No recommendation is made in this area.



